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BEFORE THE

[ LLI NO S COMMERCE COMM SSI ON

IN THE MATTER OF:

I LLI NOI S COMMERCE COWMM SSI ON
ON I TS OWN MOTI ON,

N N N N N N N

VS. No.

PEOPLES GAS LI GHT AND COKE COMPANY)

)
Reconciliati on of revenues )
col l ected under gas adj ust nent )
charges with actual costs )
prudently incurred. )

Chicago, Illinois

April 18, 2005

01-0707

Met pursuant to notice at 10:00 a. m

BEFORE:

MS. CLAUDI A SAI NSOT, Adm ni strative Law Judge.

APPEARANCES:

MR. SEAN R. BRADY and
MR. JAMES E. WEGI NG

160 North LaSalle Street, Suite C-800

Chi cago, Illinois 60601
Appearing for Staff;

Mc GUI REWOODS, LLP, by

MS. MARY KLYASHEFF,

MR. THOMAS R. MULROY and

MR. MARK J. McGUI RE

77 West Wacker Drive, Suite 4100

Chicago, Illinois 60601
Appearing for Peoples Gas Light
Company;

and Coke
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APPEARANCES:  ( CONT' D)

MR. MARK KAM NSKI
100 West Randol ph Street, 11th Fl oor
Chicago, Illinois 60601

-and-
MR. PAUL J. GAYNOR
100 West Randol ph Street, 12th Fl oor
Chi cago, Illinois 60601

Appearing for the People of the State

of Illinois;

MS. JULIE L. SODERNA
208 S. LaSalle Street, Suite 1760
Chicago, Illinois 60604

Appearing for CUB;

MR. RONALD D. JOLLY,

MR. CONRAD R. REDDI CK and

MR. J. MARK POWELL

30 North LaSalle Street, Suite 900
Chi cago, Illinois 60602

Appearing for the City of Chicago.

SULLI VAN REPORTI NG COMPANY, by
Tracy L. Overocker, CSR
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OPENI NG STATEMENTS

MR. MULROY

W t nesses:

Thomas Puracchio

THOMAS ZACK

VALERI E GRACE

BRI AN ROSS

Cross direct

Re-

Re-

By

cross Exam ner

PG 621
NDEX
Direct

674 676

683

687 689

712

735

749 753

772 778

745

769

748

743

771

780
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Number For ldentification

In Evidence

Respondent s
| and M

Respondent s
K &P

ZACK CROSS

# 4&5 713
# 6

# 1 - 6

Respondent s
A, D, J and Q

GRACE CROSS
# 1
# 2

CuB
#1.0,3.0, 1.1, 3.1 and 3.2

676

689

735

752

755
761

777
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JUDGE SAI NSOT: By the authority vested in ne
by the Illinois Commerce Comm ssion, | now cal
Docket No. 01-0707. It is the matter of the Illinois
Commerce Comm ssion on its own notion versus the
Peopl es Gas Light and Coke Conpany and it is a
reconciliation of revenues coll ected under gas
adj ustment charges with actual costs prudently
i ncurred.

Woul d the parties present identify
thenmsel ves for the record, please

MS. KLYASHEFF: Appearing for the Peoples Gas
Li ght and Coke Conmpany, Thomas Mulroy, Mary Kl yasheff
and Mark McGuire with McGuireWods, 77 West Wacker,
Chicago, Illinois 60601.

MR. BRADY: Appearing on behalf of the Staff of
the Illinois Commerce Comm ssion, Sean R. Brady and
James E. Weging, 160 North LaSalle Street,

Suite C-800, Chicago, Illinois 60601.

MR. JOLLY: Appearing on behalf of the City of
Chi cago, Ronald D. Jolly, Conrad R. Reddick and J.
Mark Powell. Our address is 30 North LaSall e,

Suite 900, Chicago, Illinois 60602.
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MR. KAM NSKI: Appearing fromthe Illinois
Attorney General's Office, Mark Kam nski, 100 West
Randol ph Street, Chicago, Illinois 60601 on behal f of
the People of the State of Illinois.

MR. GAYNOR: Your Honor, Paul Gaynor fromthe
Attorney General's Office on behalf of the People of
the State of Illinois solely for the rule to show
cause issue.

JUDGE SAI NSOT: Okay. That leads nme to ny
next --

MS. SODERNA: Appearing on behalf of Citizens
Utility Board, Julie Soderna, 208 South LaSall e,
Suite 1760, Chicago, Illinois 60604.

JUDGE SAIl NSOT: Are there any further
appear ances?

(No response.)

JUDGE SAIl NSOT: OCkay. Now | can address the
next matter. Are there any notions that the parties
wi sh to present?

(No response.)

JUDGE SAI NSOT: There are no notions? What was

the point, then, of the letters that | received from

597



10

11

12

13

14

15

16

17

18

19

20

21

22

Mr. Kam nski and CUB?

MR. KAM NSKI : |*m sorry, your Honor, | wasn't
entirely sure what you -- | thought that you were --
the first thing that was going to be addressed was
your issue regarding a nmotion to show cause. That
was issued by you; correct?

JUDGE SAIl NSOT: Ri ght . But that was issued by
me so that we'd all be on the same page at 10: 00 a.m
I"ma little unclear as to what CUB and the AG are
seeking fromme -- before |I get into Peoples Gas
Li ght and Coke Company what their behavior is, | need
to know what you want from me.

MR. GAYNOR: Your Honor, | can speak to that.

As Mr. Kam nski said in his letter, we received these
documents at the 11th hour. So there were 600 pages
of documents six days before this hearing commenced
or is to conmmence and we haven't had a chance to go

t hrough the documents. And as we said in our letter
at the very |l east, we ought to have an opportunity --
we ought to have an opportunity to do that and we're
not sure how |long that will take, nunmber one.

And number two, certainly, we don't
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believe that in the nmeantinme Peoples Gas should be
able to rely upon those documents because,
presumably, they've had access to those docunents the
whol e time that they haven't been producing to us.
It's also my understanding fromthe

City that in addition to the 600 pages that were
produced on April 12th, the City on Friday received
anot her 200 pages of documents from Peoples Gas that
had not previously been produced. W haven't even
gotten those docunents yet. So now --

JUDGE SAI NSOT: Those are different
documents --

MR. GAYNOR: That's my understanding, an
addi tional 200 pages of documents. So as we sit here
bef ore your Honor right now, there are 800 pages of
docunments that we have not been privy to to prepare
for this hearing and we wanted to notify your Honor
just as soon as we knew about that so that you could
be aware of it. And we think that it's appropriate
that we're here to discuss this behavior and that you
i ssued the rule to show cause and we can speak
specifically to that if your Honor would |ike
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MR. JOLLY: | woul d add on behalf of the City
that we did, in fact, receive an additional 200
documents. | got a call maybe around 5:00 o'clock or
so on Friday and had an additional 200 docunents
delivered to me around 6:00. The docunents have been
forwarded to our experts who have begun review ng
them but because we were preparing for trial, they
haven't had an opportunity to review anything in
depth. Their initial review shows that they are
documents that probably are relevant to this case and
we woul d ask for an opportunity to have a meani ngf ul
chance to review those documents and, perhaps, at
sonme |later point maybe have a status hearing, perhaps
two weeks or so into the future in which we can
decide if additional testimony is warranted based on
the late-filed documents.

And | would also, | guess, from our
perspective, just add that we think it would be
unfair for Peoples Gas to refer to any of these
documents during the trial as schedul ed.

MR. GAYNOR: Your Honor, I'msorry, | wanted to
just add a few more brief points. After you reopened
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the record on March 15th, Staff submtted to Peoples
Gas a document request or data request and in that
request, these documents woul d have been covered. So
we're tal king about March of 2004, over a year ago,
number one.

Number two, the AG s Office had asked
to be provided with any information that was -- that
woul d have been produced to either Staff or any other
i ntervenor, okay. By way of background, just so
that -- this had also been asked for -- this
information in other context and that's in the
context of the Attorney General's subpoena that was
served in January of 2004, again, over a year ago to
Peopl es Energy and Peoples Gas and that was covered
by those -- that request.

| n December of 2004, my office sent
Peopl es Gas, Peoples Energy a letter informng them
that the information was covered by the prior
request, the subpoena, and specifically asked themto
produce the documents. Then Peoples Energy asked for
a meeting with us to discuss that. At that neeting
in January of 2005, so three months ago, again, we
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asked for the documents, okay, and the only reason
I"malluding to the subpoena is, if you | ook at the
documents that have been produced and if | may, your
Honor, I'I1 hand this document to you, | have copies
for Counsel, these are a copy of an exanple of the
pages they produced. | f you | ook at the bottom of

t hat document, your Honor, it includes not just the
Bates stanp nunber fromthis proceedi ng before your
Honor, it also has a Bates stamp number relative to
our subpoena. So, presumably, Peoples produced these
documents because they thought it was covered by both
of these prior requests.

So -- | just wanted to give you the
background for how much history goes on here because
the rules talk about -- the code and rules here, the
Public Utilities Act and the rules pronul gated
t hereunder refer to the concept of, you know, what
sanctions are available. And it tal ks about,
specifically, the presence or absence of due
diligence on the part of the violator in attempting
to conply with the Act. And | would say that in
light of the fact that they had -- and | don't -- the

602



10

11

12

13

14

15

16

17

18

19

20

21

22

issue really isn't even where these docunents
originated. The question is, it's six days before
trial and we're tal king about one business day before
trial for 200 pages that we haven't even received.
And it's hard to talk about exactly what the
sanctions should be at this point because we haven't
had an adequate opportunity to review the documents.
So | just wanted to give you a little bit nore
background, thank you.

JUDGE SAIl NSOT: So you're requesting a
sanction; but as | understand it, you don't know

exactly what sanction --

MR. GAYNOR: Well, | nmean, the code in the |aw
tal ks about -- | should say the Public Utilities Act
says -- 5-202.1 tal ks about withhol ding of materi al

information in any proceeding shall be subject to a
civil penalty. | f the Comm ssion finds the person or
corporation has violated this section, the Conm ssion
shall inpose a penalty of not |less than $1,000 and
not greater than 500,000. And then it tal ks about
the Comm ssion may consi der any matters of record and

aggravation or mtigation of the penalty, including
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but not limted to the presence or absence of due
diligence on the part of the violator in attenmpting
to conmply with the Act. So | would just site your
Honor to this section because it also tal ks about
civil penalties in violation of the Act.

JUDGE SAIl NSOT: But you're asking ne to reserve
ruling until you can see what those docunents --

MR. GAYNOR: Well, I'"masking that -- I'm
certainly not asking you to reserve ruling with
regard to civil penalties. That, | think, you can
address today. They didn't produce the docunment and
I think as exhibited by the behavior, they did not
engage in adequate due diligence to submt the
docunments. But in addition to that in terms of
ultimately what the sanctions should be, it's a
little bit difficult. As we sit here now, since the
hearing is scheduled to begin today, at the very
| east, Peoples should not be able to rely upon any of
t hese documents. And in going forward we think that
it's appropriate for your Honor to enter some kind of
order or rule with regard to our side after we've had
an opportunity to review the documents. W,
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simlarly have an opportunity in the future to either
present additional testinmony, amend our expert

wi t ness testinmony or sonmehow, you know, present this
evidence in case the evidence is, in fact, determ ned
to be relevant to this proceeding.

JUDGE SAIl NSOT: And that leads nme to nmy next
guestion and that is, I"'ma little concerned whet her
this is -- this new evidence is segregated because
don't know what it is. You all know what documents
you' ve received, mas o menos, not exactly --

MR. GAYNOR: Menos, not nmas.

JUDGE SAIl NSOT: Is that feasible to -- because
what |'m hearing fromyou is that you would I|iKke,
after the trial, an additional trial time to deal
with these documents on a trial |evel?

MR. GAYNOR: Absol utely.

MR. JOLLY: Again, assum ng that we find, you
know, that we conclude that these docunments are
rel evant, again, our initial review by our experts
i ndicate that, yes, they appear to be relevant. The
docunments involve ennovate, which is one of the

issues in this proceeding and they also occur and are
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dated during the reconciliation period. And, again,
this is a very -- you know, initial review that there
has not been the opportunity to | ook at these
documents in depth; but we certainly would |Iike an
opportunity to review these docunents in depth and
get a better understanding as to what they are. And
then assum ng that we think that they are relevant to
this case, then we would seek an opportunity to

suppl ement our testimony that's been -- that's

al ready been fil ed.

MR. BRADY: Your Honor, may | speak on behal f
of Staff?

JUDGE SAIl NSOT: Go ahead, M. Brady.

MR. BRADY: We also received documents the same
time that the government consumer parties received
the docunments. We received 650 pages of documents, |
believe, it was | ast Tuesday and another 200-sonme on
Friday. We were intending to speak and address that
at this time and we share the City's view that we
have not had an opportunity to review these documents
at this time. They are during -- they have dates
that occurred within this reconcilliation period.
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Since we haven't had an opportunity to review, we're
not exactly sure of the impact on this case.
Therefore, we would be sharing in the City's
recommendati on that we'd be given time after this
hearing to review those docunents, determne if --
the inmpact, have a status hearing and determ ne if
addi tional discovery is needed and additional
testimony that would be limted to these documents.
And | reserve any conment at this point on the
sancti ons discussion.

MR. GAYNOR: But in terms of additional
di scovery or presentation of evidence, it may be
appropriate as well, your Honor, that, you know,
Staff and Intervenors took various depositions in the
course of this proceeding and were not privy to these
documents when they were taking depositions. So they
haven't had a chance, you know, the intervenors and
Staff have not had a chance to probe any of Peopl es’
wi t nesses on these docunents as well and | just think
that it's inportant that your Honor take note of
t hat .

JUDGE SAI NSOT: Okay. I's there anything
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further? Now, | would Ilike to hear from Peoples
counsel

MS. KLYASHEFF: Well, et me answer the easy
guestion first. Peopl es will not be using these
documents at all during this hearing for the simple
reason the documents pertaining to ennovate really
don't have any relevance to this hearing. The
proceeding is about Peoples' Gas' gas costs in fiscal
2001, it's not about ennovate. Nonet hel ess, as you
are aware, many docunents -- and there is testimony
in the record related to ennovate. Consequently, the
Company has produced many docunments about the
ennovate conpany. Those docunents that are the
subj ect of today's discussion were obtained from
Enron Corporation in March of 2005, [ast nonth.
Peopl es Gas or Peoples Energy obtained these
documents in connection with another matter, in
connection with the Attorney General's subpoena that
you've heard alluded to. W were asked to try to
track down a general |edger for ennovate. W went to
Enron Corporation and tried to get a financial-type
statement data or general |edger-type data from Enron
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Corporation. W received that in connection with the
Attorney General's subpoena. W decided, given the
production of ennovate docunents in this case, that
they would be turned over to the parties in this case
notwi t hstandi ng questi ons about the rel evance of

t hem.

| also note that during this
proceeding there was a data request to the Conpany
requesting the general |edger of ennovate. The
Conpany objected to it. The matter was brought
before you. You ruled that Peoples Gas did not need
to produce ennovate's general | edger, the question
was over broad. In terms of the specific docunents
t hat were produced | ast week, we have reviewed them
to determne if, by chance, they were included in
prior production.

At this point, we have not reviewed
every single page but | can tell you that many of the
documents are identical to documents that were
produced el ectronically or on paper. W were able to
ascertain this by doing simle word searchs of the
el ectronic production. For example, search ennovate
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and bal ance sheets and we found exact duplicates in
some of what was turned over. I n other cases we
found substantially simlar documentation. For
exanpl e, the recent production may have included the
March 2001 bal ance sheet, the prior production may
have included that as part of multiple months of

bal ance sheet information.

And, finally, we have determ ned that
many of the documents were substantially simlar to
prior production. For exanmple, detail underlying
bal ance sheets may have been produced in a different
form

| mentioned that the docunments were
obtai ned from Enron. You've heard people refer to
the depositions that were taken in this case. The
parties asked to depose former Enron enpl oyees as
wel | as Peopl es enpl oyees, they could also have asked
for document production from Enron via a subpoena, |
don't believe that was done. | enphasize to you that
t hese documents came from Enron Corporation, they
were in Enron Corporation's possession and control.

The Company produced them timely after we received
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them from Enron Corp. in connection with the other
matter. And to the extent we have been able to
review them they do appear to substantially overlap
mat eri als previously produced.

We don't think sanctions are warranted
in this matter. W don't think this upsets or del ays
the hearings that are scheduled to take place this
week . However, if after the parties review them
they believe that something additional is needed, we
certainly do not object to themcomng to you and
maki ng their proposal

MR. GAYNOR: May | respond, your Honor?

JUDGE SAIl NSOT: | just have one question for
M ss Kl yasheff. If you know, M ss Klyasheff,
normal | y when a judge rules a discovery question is
over broad, the |lawyer just redrafts the question nore
specifically; was that done here?

MS. KLYASHEFF: No, it was not.

JUDGE SAI NSOT: And excuse me, | have one nore
guestion -- two nmore questions. You say that you
received these documents in March from Enron?

MS. KLYASHEFF: Yes.
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JUDGE SAIl NSOT: When in March?

MS. KLYASHEFF: They came in two batches and
that's actually why they were sent out to the parties
in two batches. | believe one was in the first half
of the month and the second batch was in the m ddle
of the mont h. I"msorry, | do not have the specific
dat es.

JUDGE SAI NSOT: Okay.

MR. MULROY: Your Honor, may | add one --

JUDGE SAIl NSOT: Go ahead.

MR. MULROY: -- because, you know, it's hard
for me not to speak when there's a crowd.

We al so have, during the course of the
di scovery and data requests in this case, turned over
ennovate's income tax return and the internal audit
whi ch we performed of ennovate. The auditor who was
in charge of ennovate was deposed.

JUDGE SAIl NSOT: | have one more question and
that is, if these were -- if these docunents, you got
t hese documents from Enron to satisfy the AG s
subpoena; is that right? Did | understand you right?

MS. KLYASHEFF: The AG was asking Peoples for a
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general | edger of ennovate. While we questioned

whet her we needed to go to Enron Corporation to
fulfill that requir- -- that request, we did so. So,
yes, we did it to respond to an inquiry fromthe AG
in connection with a subpoena.

JUDGE SAIl NSOT: Is this a subpoena that they
i ssued | ast year?

MS. KLYASHEFF: Yes, it is. They issue of the
general | edger came up again in early '05.

JUDGE SAIl NSOT: But why did it take you over a
year to get that information if it was to satisfy the
AG s subpoena?

MS. KLYASHEFF: The specific question about the
general | edger was raised nmore recently. The
subpoena did not include a question, Please produce
the general | edger. We produced docunents under
Peopl es Energy's control and position.

JUDGE SAIl NSOT: Any response?

MR. GAYNOR: Yeah, the first thing |I have to
say i s that Peoples Energy owned 50 percent of
ennovate, a Peoples Energy affiliate. They were an

owner of the conpany and |'ve | ooked at the LLC
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agreement and the LLC agreenment says that Peoples
Energy or its related entity is entitled to al
documents that -- that request, nunber one.

Number two, in March of 2002, Peoples
bought the other half of ennovate out of bankruptcy.
They owned 100 -- as we sit here now, they own
100 percent of that entity. So to say that they
didn't have control over this is an incredulity,
that's the first point.

The second thing is, your Honor, the
statement was made that Peoples won't be using the
document s because they're not relevant. Now my
under standi ng of the adversarial system wi thin which
we operate here is that your Honor gets to determ ne
what is relevant at trial, not one side and then
wi t hhol d documents, that's not the way our system
wor ks. You get to decide. Now it's conveni ent that
they don't want to use it for their side of the case
and then they've determ ned on their own that it's
not relevant so that we shouldn't be able to use it,
okay.

Peoples -- then we hear Peoples
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obt ai ned these docunments in March. | don't care if
it was March 31st, it was March. It wasn't

April 11th, April 10th, April 9th, the first ten days
of April, it was March and they weren't produced in
Mar ch. Now t he expl anation for why it was produced

in two groups of documents is because they were

produced twice in March, not twice in April, twice in
Mar ch. So | don't -- you know, they think, | mean,
they're going to try to -- nowthey're going to try

to rely on your prior ruling, that it was overbroad.
Al'l I know is, is that | have a sanple of the
docunents that were produced and it has two Bates
stamp numbers on it. It has the subpoena Bates stanp
number and this | CC proceeding Bates stamp number.

So Peoples on its -- they've
determ ned a couple of things. Number one, they have
determ ned it was covered by both the subpoena and
t he document request in this |ICC proceedi ng because
if they hadn't, they wouldn't have produced it.

Number two, you know, they've -- on
their own decided what's rel evant before your Honor.
So | just don't think what they're saying is
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credible.

JUDGE SAIl NSOT: Well, | agree with you,
M. Gaynor, that |'mthe ultimate decider of -- for
better or for worse what's relevant and what's not.
I do think that M ss Klyasheff was just saying it's
not relevant in Peoples' view of the contents; but
that doesn't really matter. [t's just -- | took it
as her perception, not as the ultimate ruling as to
rel evance, just so we're clear.

MS. KLYASHEFF: If I may clarify a coupl e of

t hi ngs, including that point. | made the point in
the context that Peoples will not be using those
documents as part of its case. It does not believe
they're relevant to the case. It will not be using

them. We're not saying we're objecting to other
people's introduction of the ennovate issue into the
case and if we do, we'll make the objection at the

appropriate time for your ruling.

JUDGE SAIl NSOT: Right. That's how !l -- that's
the context | took it.
MR. GAYNOR: I know, it's just very hard for us

to determ ne whether we want to rely upon sonet hing
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when
And t o,
case,
have had the benefit
bef ore your

t he benefit

Honor

it's produced,

you know,

you know, we've got

on the first

of 800 pages of documents that

on the eve of trial.

it's a conplicated

we have nunmerous experts, the experts could

of this and now we're sitting

day of trial without

t hey had

could also continue with

i n March.
MS. KLYASHEFF: If 1
the point | wanted to clarify.

st atement, That

owns ennovat e.

about

| onger exists.

as

| believe there was a

we sit here today Peoples Energy

Ennovate was actually discovered

Yes

two and a half years ago, that company no

, ennovate was half owned by

Peopl e Energy between Apri

2000 and March 2002.

was then fully owned by Peoples Energy until

Sept enber

LLC agreenent

2002 when

t hat

It

it was di ssol ved. However, the

was al luded to designated Enron as

t he managi ng menber of that limted liability

conpany. They mai ntained the records for the entity.
The fact is, Peoples Energy did not

mai ntain the records, it had some records, | nmean.

It

was obvi ously

in

recei pt

of

t hi ngs as a nmenber

of
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the limted liability company, but it did not have
compl ete records. It was sinply the way the business
was run, the managi ng nenber retained that type of
document ati on, the managi ng member had the electronic
systems where certain data resided.

JUDGE SAI NSOT: Anything further,

M ss Klyasheff?

MS. KLYASHEFF: W went to Enron Corporation to
get the docunments when we were requested to try to
produce a general | edger, we went through the
proceeding with the personnel who handl ed bankruptcy
matters at Enron Corporation.

JUDGE SAI NSOT: And when did you do that?

MS. KLYASHEFF: | don't know when we first made
the request. In March is when we first received
informati on from t hem

JUDGE SAIl NSOT: Wel |, roughly?

MS. KLYASHEFF: Probably the request was first
made in, |I'lIl say, January or February.

JUDGE SAIl NSOT: O this year?

MS. KLYASHEFF: Yes, of 'O05. Essentially,

Enron Corporation maintains a facility where they try
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to respond to requests fromtheir unmpteen creditors
in the bankruptcy proceeding. W were one of many
conpani es going to themwith a request. They did
find documents. They sent them to us. That's why it
got produced.

MR. GAYLOR: The subpoena covered these
documents as did the I CC document request. W -- in
Decenber sent thema letter, your Honor, in Decenber
of last year specifically saying the subpoena covers
t hese documents and we just, you know, we want you to
be aware they cover it and we expect you to get it.
The discovery rules talk about custody and control.
Cust ody and control . Now, maybe they're telling you
they didn't have custody, but certainly they were
able to get the docunents somehow. And I'mtelling
you that in |ight of the fact that they -- you know,
so now they're relying on the fact that we bought the
ot her half of the company but we dissolved it so it
no | onger exists, | mean, so then -- | mean, does --
they're not telling you that the documents evaporated
because they produced themto us.

JUDGE SAIl NSOT: Al right. Here's what |I'm
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going to do temporarily: | would Iike some time
to -- I"mnot going to make a ruling at this time
about sanctions, however, certainly to the extent
that there may be additional evidence that we may
need to take, we will deal with that at the end of
trial and set a quick status date to determ ne what
is outstandi ng and then go from there.

| would like to think a little bit
nmore about the sanctions issue before | inpose
anything, if anything.

MR. MULROY: Your Honor, in the meantime, if we
could do so quickly in a day or two, we would propose
to submt a paper outlining what we told you today so
you have it in front of you, if you'd Ilike.

MR. GAYNOR: Your Honor, it's on the record.
They just told you what they said to you. W can
read the transcript. We don't need to be on a
briefing schedule on the sun rising in the east.

They just told you what they did. Why do we now have
to brief it?

MR. MULROY: No need to be flip. | was
offering to put into witing what we had to go
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t hrough to get these, which took us weeks and weeks
and weeks because of the |line we had to stand in at
Enr on.
| f you don't think that sunmmary woul d
hel p you, then I won't give it to you.
JUDGE SAIl NSOT: So, Mr. Mulroy, you're saying
it's not that easy to get documents from Enron?
MR. MULROY: Yes, ma' am
JUDGE SAI NSOT: What | will take is an
affidavit from someone outlining what went through --
whoever requested them, | think that's fine.
MR. GAYNOR: An affidavit would be fine.
JUDGE SAINSOT: All right. Can we proceed to
openi ng statements?
MR. GAYNOR: Thank you for your time, your
Honor .
JUDGE SAIl NSOT: Thank you.
OPENI NG STATEMENT
BY
MR. MULROY:
| have to put this on the counsel table
because ny eyes are now 100 percent shot. Apparently
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after age 55 your eyes go and nobody ever told ne
t hat before.

| want to thank you for the opportunity to
present this opening statement to you. | know t hat
in this kind of context it's not usually done. W
have agreed among ourselves to try to keep these
openi ng statements short and | know nmy friends on the
ot her side are going to try to keep to that.

The purpose of the opening statement is to
tell you or to provide for you a context that you can
put the evidence into. The evidence in this case, of
course, has already been filed, you've already read
it.

In this reconciliation year, we spent

$800 mllion to buy gas for our -- about 900, 000
customers. It's a service we provide, as you know.
The idea is -- our priority in our conpany is to

reliably provide gas service to our end users safely
and at a reasonable cost. There is no profit to the
Conpany when it purchases this gas and provides this
service to our end users.

The question for you is whether in this
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reconcilliation year, the decisions that we made and
the actions that we took to provide this service were
prudent. The rule is -- that you're very famli ar
with -- is that you should not use or may not use

hi ndsi ght i n deciding whether or not we were prudent
and there's an obvious reason for this. If you could
use hindsight, we wouldn't need to have this hearing
at all, we could just |Iook at the newspapers and see
what the gas prices were and then we could criticize
what we had done.

As | said to you a m nute ago, your Honor,
the evidence is in already, so this proceeding is
primarily for you to listen to the cross-exam nation
and to see whether the intervenors and the Staff will
be able to show you that the decisions and the
actions that we took in this case were not prudent.
The time for allegation without support has finally
ended, we're now relying on the record, which has
been filed before you, and you will be able to hear
our witnesses be tested under cross-exam nation by
able | awyers.

| have this chart here which I don't know
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whet her you have the sanme physical issues that | do;
but M. Brady, of course, has bl ocked your view from
me, no doubt intentionally. The --

JUDGE SAI NSOT: | can see it, M. Milroy.

MR. MULROY: Maybe 'l put it in front of you.
We provide three services as a conpany. The first
service we provide is, we transport -- actually, I'm
going to start with nunmber two. The first service we
provide is that we transport to customers gas that's
bought by them For instance -- and nmy friend Ron
Jolly represents the City of Chicago. The City of
Chi cago does not buy gas from Peoples, it buys its
own gas from anot her company and hires us to
transport the gas to the city for a fee which is set
out. That, of c- -- that's 40 percent of our
transportation business, that has no effect on this
rate case, the gas is not ours, it's not paid for by
the rate payers, it's a service we provide to the
City of Chicago and to others, it's not just the City
of Chi cago.

The second service that we provide is

t he hub service which you' ve heard so nuch about.
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The hub service is, since we have excess storage, we
are able to take third party custoners gas and store
it in our Manlove Field for a few or we transport it
from A to B for a third party. Why would a third
party want to do this? The answer is, is that they
have an oversupply of gas and they don't have any

pl ace to store it or they want to store the gas and
play the market. Maybe the gas rises, maybe it

falls, they store it for a fee, that's called a hub
services. W recover the cost of that service in our
base rates. This is an issue for you to decide in
case, we'll brief it and argue about it. And we also
credit the revenue that we make fromthis hub service
to our end users, to our rate payers in our base
rates.

And, finally, the third service that
we provide is a rate payer service, the end user
service. \When you turn on your oven, you've bought
the gas, that's the service |I'm tal king about now.
And that's divided also into three parts. This
context, | suggest to you is very inportant for you
so that you can pin issues -- the 11 issues that are
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at issue in this case, so you can pin theminto a
spot .

The rate payer service begins with our
extensive planning, which we do each year in order to
make certain that we have enough supply planned for
to meet end users daily requests. And you should
keep in mnd that the daily requests in the M dwest,
in the city of Chicago are unbelievable in the
SWi ngs. On Monday, the rate payers can use 350, 000
decat herms of gas. On Tuesday, they can use a
billion cubic feet. You have to order your gas the
day before and you got to be ready to provide it
what ever the weat her and whatever the demand; and
interestingly, the demand and t he weat her aren't
al ways the sanme.

So the way we plan for our ability to
deliver this service every year, it's been consistent
over the years is this: W plan on using 40 percent
of the rate payer gas from our storage, our storage
fields -- we have our own called Manlove Field and we
al so have storage capacity on pipelines. And we buy
60 percent of our gas during the winter and we do
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t hat because, actually, gas can be cheap in the
winter. And we do that because it gives us much nore
flexibility to get an even nore reasonabl e cost.

I n our connection with our planning,
we billed in a design day, a hypothetical day in
January where the tenperature is 20 degrees bel ow
zero and we add -- we add a cushion to the total
amount of volunme that we're going to need for the
season. Our daily purchases -- we nom nate the gas
on a Monday and then it's delivered Tuesday, it's
irrevocabl e once you nom nate it or order it, the
same thing. When you order it, you order 400, 000
decatherms, it's going to show up tomorrow no matter
what . | f that wasn't enough, you have to go into
your storage. |If that was too much, you're in an
over supply situation and you have to deal with that
over supply.

We buy the gas, not the rate payers.
We own the gas, not the rate payers. W have to
manage the gas, not the rate payers. This is the
context that you're going to hear all these issues
will fit into because it's -- | think, | suggest to
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you that it's extremely inmportant when reviewi ng this
matter to keep in mnd when you hear an issue, ask
your sel f whose gas are we tal king about right now?

Is it the City of Chicago's gas? 1Is it hub's stored
gas, is it our gas that we bought? When was this gas
contracted for? Because early in the game when we're
doi ng planning, we contract with a bunch of

suppliers, so that we can nom nate gas from them on a
daily basis. And it's important for you to decide
why these transactions that you're going to be
heari ng about, why did they happen? Were we in an
over supply situation? Did we have to sell gas? Did
we have an existing contract that we had to buy gas
on that day? O were we engaged in a transportation
service for a third party? These concepts have been
confused in the depositions. These concepts may be
confused here in this hearing.

We wel conme the opportunity for you to
listen to this cross-exam nation. W delight in the
hope that you may ask a | ot of questions yourself
because our witnesses have been prepared to answer
what ever questions you have.

628



10

11

12

13

14

15

16

17

18

19

20

21

22

There are al so some crucial concepts

that | won't dwell

evi dence. One i s,

Nobody manages our storage but us.

in our hub revenue and that

on now because they're in the

nobody manages our storage but us.

And no one shares

is the storage of other

people's gas and the transportation of other people's

gas but wus.

Every year | told you that 60 percent

of the gas that we provide our rat

e payers we buy

during the winter. Each day in the wi nter pursuant

to contracts puts into place during our planning

season, we go to those suppliers and we buy gas and

that's where the GPAA comes in. We signed this -- a

GPAA, a gas purchase agreement wit

It was -- actually, the genesis of

filed a petition with the

contract, we |l ater wi thdrew that;

with our review of

h Enron in 1999.

it was when we

ICC to ask for a fixed

but in connecti on

the suppliers who could handl e

that | oad, and we buy an enormous about of gas for

our service every year. W sent out our FQ s and we

i dentified Enron.

application for

a fixed price gas,

We decided to withdraw our

instead we entered
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into this GPAA which turned out to be a $600 mllion
contract, which is how nmuch gas we bought during the
year under the GPAA.

We al so had to deal with other

suppliers, that was only two-thirds of our yearly

supply. You will rule on the prudency of this --
deci sions we made to enter into this contract. You
will hear and have read the evidence that's in the

record about why we made the decisions to enter into
the terms of the GPAA. And you'll be able to hear
the cross-exam nation as to why those terns were
prudent and you'll be able to hear the answers given
by the witnesses. | will not go into each item of
the GPAA which is very thick and very conplicated but
it will be easy for you to understand after you've
heard the testinony.

There was four ways to price the GPAA
all at market. There was a base quantity that we
could buy from Enron under this contract, it was
priced at the Chicago City Gate Index and we received
a 3 cent credit for the transportation costs. Not
only do you have to buy gas, but you have to
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transport it up here on a pipeline.

There was a summer increnmental

guantity provision which let us refill our storage in
the summer because we inject some storage in the
sunmer .

And there was a -- this is also
mar ket pl ace, there was a daily increnmental quantity
in case we ran into a terrible weather need, in case
it dropped down to 19 below zero in January and
stayed that way until February, and that was at an
i ndex price.

And, finally, there was a resale
provision in the GPAA so that if we found ourselves
in an oversupply situation once again because of the
weat her or the demand, we could -- had a market to
sell this gas to Enron. Interestingly, the GPAA was
reviewed by our friends at the Staff a year before
| ast year's reconcilliation case they asked it --
fromus in a data request and it was considered in
| ast year's reconcilliation case, of course, we gave
it to Staff. There was no issue of inprudence
rai sed, there was no disallowance raised and there
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was no criticism of any of the terms and there was
certainly no criticism of the fact that we used Enron
as the person -- as the conmpany to support this
contract.

The evidence of prudence, you'll hear
and is in the evidence and it's this, although there
are others. The first thing is, it ensured us and
our customers a market price.

Second, it gave us the flexibility to
deal with changi ng weather conditions and changi ng
demand conditions.

Thirdly, it dramatically reduced the
nunmber of suppliers that we had to deal with,

reduci ng our costs and reducing the chance for a

m stake. It ensured reliable delivery and supply
avai lability. 1t gave a market price without a
demand charge which -- in a big contract like this

where you're asking for them to be able to supply
this large amount, to not have an extra demand charge
built in is a very val uable thing.

The 3 cent transportation credit that
| referred to a mnute ago is that it actually gave
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us a value for the transportation provisions in the
contract in the face of what the Conpany believed was
going to be a decline in the value of transportation,
you' |l I also hear about that in the evidence.

The pricing in the GPAA conpared
favorably to what the pricing had been in 1998 and
1999, the year before the GPAA and that's the
evidence. And it's also the evidence that the
pricing for five years before 1999, when we entered
into the GPAA, was consistent with the five years of
pricing of the GPAA, that also is in the evidence.

You will hear the cross-exam nation of
our witnesses who entered into this GPAA. |1'm sure
that these lawyers will ask themdifficult questions
about the prudence of their decisions and you will be
able to judge for yourself whether the answers that
they give you show prudence

You can only go into this kind of a
contract, two-thirds of your yearly supply with the
big guy. You can only do it with the big gorilla.
You can only do it with somebody who is going to show
up when you ring the bell. You can't be signing one
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of these contracts with somebody who then goes out of
busi ness. You have to sign themw th somebody who is
strong enough to be there or that in itself would be
i mprudent. And in 1999, whatever we think of them
now, Enron was the darling of Wall street. Enron was
worl d famous. Enron was the person that you want ed
to deal with in this utility.

It's also interesting to note that --
just kind of as a side, |'ve put up the 11 issues
here and the amounts of disallowance that each of the
parties are asking for. | have a human chart hol der,
this will cost me extra. Here's t he GPAA
di sal | owance by the Attorney General. The Attorney
General, like all my friend | awyers over there, have
been working on this case for four or five years.

The Attorney General says this $600 mllion contract,
t he GPAA, you should disallow $8 mllion, | think
that's 1 percent, but |I'm not sure. That, in itself
shows, | suggest to you, the prudence of this kind of
a contract. Although, we argued in our testimony
that that calculation is incorrect. W don't think
that there should be any disall owance because of the
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GPAA.
The Staff, my friends -- |awyers at
the Staff have argued they should have done this the
ol d-fashi oned way. You shouldn't have gone into
busi ness with one biggy, you should have gone back to

your 20, 25 suppliers and the rate payers woul d have

paid | ess noney. Unfortunately, |like so many issues
in this case, that analysis, as you will see fromthe
evi dence, was done by hindsight. Well, when we | ook
back now, it would have been cheaper. We didn't have

the ability to use hindsight when we entered into
this GPAA. The |law says that you are not supposed to
use hindsi ght when you review whet her our decisions
to enter into this was prudent. That's the 60
percent of the flowi ng gas that we buy every year for
our customers. The 40 percent -- and that involves

t he GPAA and that involves a ot of the other 11
issues in this case.

The second part of source for gas
service we take from storage. We have two places for
storage. One, we are fortunate enough to own our own
storage field called Manl ove Storage Field and we
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also | ease pipeline capacity to store gas. W begin
injecting our storage fields in March and keep
injecting themuntil Decenber. W begin withdraw ng
in Novenmber. After our injection of storage into
Manl ove, there remai ns excess capacity for us to do
our hub transactions, for us to be able to store

ot her people's gas for a fee like I've already talked
about. Our hub services and our transportation for
third party customers never interfere with our
service to our rate payers. They never interfere
with the gas that we planned for our daily demand for
our services.

We have to manage Manl ove Field
extremely carefully because it operates on pressure
As you know, gas is stored underground and it floats
around in this big cavern and it's based on pressure.
You can get it out when the pressure is up. As the
pressure declines as you take more gas out, you go
into a declined curve and you can get |ess gas out.
You need to have that storage ready to go in case
February gets ugly, so it's called a declined curve.
We don't want to reach the declined point, which is
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the end of the decline curve until late in January,
that's how we pl an.
You will hear a great deal about our

pl anni ng for our storage and how maybe we shoul d have

used storage earlier than we did. | suggest to you
that you'll find that testimny to be based on
hi ndsi ght. If we don't husband our storage gas, we

won't have reserves for the Chicago weather and since
we're in Chicago, that's all | need to say is it's
Chi cago weat her.

It's hard to say, |like they do now,
you should have used your storage earlier, November,
Decenmber, January, were freezing, you should have
used your storage earlier, it's a hindsight position
that we didn't have the benefit of. February, March
and April could have been just as freezing and the
guestion i s whether we prudent -- whether the
deci sions we made about the storage were made
prudently. That's Manl ove Fi el d.

The second place that we have
storage -- and it's about 50/50 is on our |eased
pi peline -- | eased capacity on pipelines. W figured

637



10

11

12

13

14

15

16

17

18

19

20

21

22

that into our planning every year. And one the

i ssues that you'll have to decide in this case
relates to our storage and it relates to a storage
service that we bought from Natural Gas Pipeline.

Nat ural Gas has a pipeline, it sold the storage
service to people we bought, it's called NSS, great
service. You could nom nate it, you could rush out

t here and you could get it. So if all of a sudden it
was a bad day, it was freezing cold, snowing
everywhere, three feet of snowin front of your door,
we could get it out on NSS w thout waiting a day or
two after we had nom nated it. So we bought it. W
bout this service from Natural Gas Pipeline.

The problemwas, that it had this nuch
capacity (indicating). That's how much you had to
buy because of their tariff. You couldn't buy this
much (indicating), that's all we needed, so we bought
the whole thing and we designated this much
(indicating) as restricted capacity. W put our gas
in that we bought, that we had earmarked for the rate
payers right in there, restricted capacity, now we
got all this (indicating).
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What we did in 1998 was, we hired a
mar keter, TPC Corporation. W signed a contract with
them  We said, You manage this excess capacity. You
get gas. You use hub services. You get gas from
ot her people and put it into our excess
non-restricted capacity area, split the revenue with
us and we'll pay you a fee for doing it. It worked
out fine. In the year 2000, we signed a contract
with Enron to replace TPC to do exactly the sanme
thing and it's called the Storage Optim zation
Contract which you also will consider in connection
with this case. Enron only managed t hat excess
capacity that was not earmarked restricted capacity.

Enron never managed our storage, never managed our

gas. You will be able to hear the cross-exam nation
about this NSS Agreenment and you will be able to hear
the -- about the prudence of the decisions that we

entered into.

The restricted capacity that we had on
this pipeline under NSS was for our seasonal use
only. That's the context for these issues, your

Honor. We did not have the use of hindsight when we
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made these very difficult planning decisions, very
difficult storage decisions, very difficult decisions
on Monday and Tuesday and Wednesday how much to buy
for Thursday, Friday and Saturday. Our job is, our
charge is to provide adequate supply to our rate
payers, safely deliver it at a reasonabl e cost. Each
i ssue, except for refinery gas and ennovate, is in
the context that | just outlined for you. And since
ennovate canme up this morning with such great

ent husi asm and fervor, 1'd just like to finish by
just mentioning that to you. This was a |limted
liability company formed between one of our
affiliates, Peoples M dwest and one of Enron's
affiliates, Enron Mdwest. |It's unrelated to rate
payers sales. W neither purchased gas from
ennovat e, nor bought -- nor sold gas to ennovate.

Now, initially, we filled a petition
with the I CC asking for an exenmption to do that but
we withdrew it. It was formed in April of 2000 |ike
Mary told you. It began business in June 2000 and as
you know, Enron went bankrupt in December of 2001,
it's about an 18-month swi ng. We bought it out of --
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we bought their 50 percent share out of bankruptcy
and we dissolved it in Septenber of 2000. It did --
its job was and you'll hear about this in the
testimony, in fact, the testinony is also about this,
that it did wholesale gas transactions in the
M dwest . It bought and sold gas in the M dwest and
it also did financial trading of future gas contracts
and al so physical gas contracts.

It owned Trunkline, which is a name of
a conpany Firm Transportation and it was a customer
of our hub; but as | told you before, it never
managed our hub nor shared in any of our hub
revenues.

A team from Peopl es Energy
Corporation, as | mentioned to you this nmorning,
audi ted ennovate in August 2001, conprised of a group
of Peoples Energy internal auditors, Peoples Energy
ri sk management enployees and an external consultant
who we hired to do an audit of ennovate; and she was
an expert in derivative trading. The head auditor
was deposed in this case, as was -- the external
consul tant was deposed. The audit found and the
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audi tors agreed, Managenment of ennovate's business of
processes was very good and exceeded that of many
entities that had been in business for years.

Tradi ng activity was well -nmonitored. Enron and
ennovate staffs were very helpful and willing to
assi st the auditors.

Ennovate, its work and its earnings
were disclosed in our annual reports, were disclosed
in our reports to the Securities and Exchange
Comm ssion. In fact, in our 2000 annual report there
are 15 mentions of ennovate, | counted them nyself,
and in 2001, there were 12 mentions of ennovate.

There is no evidence in this record
t hat has been filed, which you have read, that shows
any |l ack of prudence on our part or shows any adverse
affect on rate payers as a result of this disclosed,
di scovered and audited business venture

You should listen for the
cross-exam nation. You should see whether any
evidence appears now for the first time. | suggest
to you, it won't. Each of our gas transactions with
Enron under the GPAA have been scrutinized.
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The $600 mllion GPAA, our friends at
the Staff say there should be a $13 mllion
di sal l owance. Our friends at the AG say $8 mllion
and the others say a number higher. That could be
the nost there could be in any kind of a disallowance
in connection with ennovate, even if you could prove
that there was a connection between ennovate and an
adverse reaction on the taxpayers. It's a point of
specul ati on without proof.

Finally, your Honor, this case has
certainly been fully discovered. W have responded
to over 800 data requests, which we were placed to
do. We had our officers, our CEO, our chairman of
the board sit for depositions, our auditors. | think
we had 14 or 15 depositions taken, we produced
mllions of documents, both in paper and
el ectronically, the only new i ssues that have been

rai sed since February 2004 when you extended

di scovery was ennovate -- the amount of | oss and
unaccounted for gas which -- the evidence will be,
that information will been avail able before 2004 and

refinery gas.
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The intervenors and the Staff requests
for disallowance are inconsistent with one another in
nunmbers ranging from for instance, zero disallowance
in hedging to 230 mllion in hedging by the City.

The differences are, the Attorney General says we

shoul d have a disallowance of 8 mllion total and CUB
and the City are 200 mllion and 325 mlli on.
You will be able to hear the analysis

that they put forth through their expert witnesses
and to see whether they are consistent with one
anot her and whether they are consistent with us.
Usually in a manner like this where there is such
dramati c i nconsistency both in numbers and theory and
i ssues, that indicates that the proof is |acking.
Thank you very much.

MR. JOLLY: Thank you, Judge Sainsot. My nane
is Ron Jolly and | represent the City of Chicago. I
will be speaking this norning on behalf of the City,
CUB and the Attorney General's Office. M. Kam nsKki
woul d also like to add a few comments after |'m
finished.

This is the purchase gas adj ust ment
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clause in a PGA reconcilliation proceeding for
Peopl es Gas' fiscal year 2001. In al
reconcilliation proceedi ngs, Section 9-228 of the
Public Utilities Act unequivocally places the burden
of proof on the utility. By expressed statutory
mandat e, Peoples Gas has the burden of denonstrating
that the costs recovered through its fiscal year 2001
gas charge collections were reasonable, prudently
incurred and are accounted for as prescribed by
Comm ssi on regulations. |f Peoples Gas fails to neet
this burden of prudence, the Comm ssion then nust
make a separate determ nation with a measure of harm
to rate payers resulting fromthe i mprudent contract.
Staff and Intervenors have no
obligation to show that Peoples Gas was i nprudent.
The burden lies conpletely with Peoples Gas. |If the
record | acks any proof or proof on any aspect of
these issues or if the utility's proof is ambiguous
or unclear, then Peoples Gas has failed to neet its
bur den. By | aw, any deficiency of proof, whether as
to the nature or genesis of certain costs or the
di stinct task of measuring harm nust be wei ghed
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agai nst Peoples Gas. This is the only | awful
framework for the Comm ssion's consideration of the
evidence that will be presented. When the testinmony
has been heard, it will be cleared that Peoples Gas
has utterly failed to meet its burden of proof.
Peopl es Gas has argued in the
testi mony and again this norning that the scope of
this case is Ilimted to a sinple accounting -- to a
si mpl e accounting exercise and a narrow exam nati on
of the purchases the utility made to its customers.
II'linois courts have held otherw se. The scope of
fuel adjustnment clause or PGA proceedings is broader
t han that. It certainly encompasses non-procurenent
actions of the Utility that nmay affect even
indirectly, PGA or FAC charges paid by customers.
In BPlI versus Illinois Commerce
Comm ssion, 171 Il App. 3d 948, the First District
affirmed the Conm ssion's decision that ComEd refund
approximately $70 m |l lion under the predecessor
Section 9-220. The
Comm ssion did not find that the utility's purchase
of fuel was inprudent or that the price of fuel was
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not reasonable. It found, instead -- it found that
i mprudent, non-procurement utility actions led to the
increased costs that were disall owed.

On appeal, the utility argued that the
fuel reconcilliation proceedings are -- the utility
argued that fuel reconcilliation proceedings are
l[imted to determ ne whether a utility's purchases
for a fuel or power were prudent. The Court held
that this was, quote, an extrenely narrow
interpretation of a broad grant of statutory power
and would al so defy comon sense. And that quote can
be found at 171 11l App. 3d at 958.

Li ke BPI versus the Illinois Commerce
Conmm ssion, this case concerns consequences to rate
payers of non-procurement of utility conduct as wel
as i mprudent procurement practices. The evidence
presented by the City, CUB, the Attorney General's
Office and the Comm ssion Staff properly investigates
the full range of Peoples Gas activities that
affected PGA costs. And Peoples Gas bears the burden
of establishing that its unregul ated affiliates

activities with Enron did not raise costs for rate
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payers.

For example, both City, CUB w tness,

Li ndy Decker and Staff w tness, Diana Hat hhorn
recommend t hat Peoples Gas refund approxi mately

$20 mllion that was diverted to ennovate, the joint
venture of Peoples Energy Corporation and Enron
Corporation. The revenues made by ennovate were not
the result of direct purchases of gas by Peoples Gas;
but as I will explain later, there is no doubt that

t he ennovate activities had a dramatic and direct

i mpact on the rates custonmers paid.

M ss Decker's and M ss Hathhorn's
conmmon conclusion | eads me to my next point. The
testimony you will hear in this case represents a
rare consensus of position anong stakehol der parties.
In most maj or Conm ssion cases, the record reflects
three distinct perspectives, the utilities, the
Comm ssion Staff and the Intervenors. In this case,
with respect to the relationships of Peoples Gas, its
affiliates and subsidiaries of Enron Corporation, the
Comm ssion Staff and Intervenors are in agreenment on

al most all issues.
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On the threshold issue of a
reconcilliation case, the prudence of claimed costs,
Staff and Intervenors agree that i mprudent costs
recovered t hrough Peoples Gas' fiscal year 2001 gas
charges. For example, both Staff and Intervenors
agree that the Gas Purchase and Agency Agreement or
GPAA was i nmprudent. Both Staff and |Intervenors agree
that of the profits generated by ennovate came from
its use of PGA assets and costs. Both Staff and
Intervenors agree that Peoples Gas' use of its
Manl ove Storage facility was inmprudent. This
consensus is especially compelling because Staff and
I ntervenor experts use distinct approaches in
analyzing the facts of this case. They're
substantially simlar, fundamental concl usions
regardi ng Peoples Gas' inmprudence rests on
i ndependent foundations. Mor eover, the parties whose
experts exam ned the Peoples Gas, Enron interactions
conprehensively agree that the harmto customers near
or exceeded $100 mlli on.

Staff and Intervenor experts also
agree what was driving these transactions, a strategy
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of diverting revenues from Peoples Gas, the regul ated
utility, to Peoples Energy and its unregul at ed
subsidiaries. To do this, Peoples Energy entered
into another a strategic partnership with Enron
Corporation dedicated to increasing Peoples Energy's
unregul ated m dstream revenues. Internal documents
will show t hat Peoples Energy antici pated that

m dstream revenues woul d provides an ever increasing
contribution to the parent conpany's profits.

The strategy required a base of assets
that the unregul ated affiliates did not have. The
avail abl e assets were those of Peoples Gas. These
assets -- included gas, contract storage and a
Manl ove Storage facility -- were used to support the
m dstream activities of unregul ated Peopl es Energy
and Enron affiliates.

The use of PGA assets is perm ssible
but the Conm ssion rules require that revenues
generated through such transactions be used to offset
the PGA charges that customers pay. I n violation of
these rules, the benefits of these transactions wll
instead split among participating Enron and utility
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affiliates, overriding Peoples Gas' obligations to
manage its PGA costs prudently on behalf of its
captive customers.

The strategy al so used Enron M dwest
as a sham conpany to transfer revenues from Peopl es
Gas to its unregulated affiliates and the affiliates
of Enron. To prevent self-dealing, the Public
Utilities Act prohibits utilities from conducting
business with its affiliates without receiving prior
Comm ssi on approval . Much of the revenues
transferred to the unregulated affiliates in this
case was done through ennovate, the Peoples Energy,
Enron joint venture. Because ennovate was an
affiliate of Peoples Gas, Enron M dwest was often
inserted as an intermediary to | aunder what woul d
ot herwi se be prohibited transactions.

As cal cul ated by City, CUB witness,

Li ndy Decker, the harm resulting from the Peopl es
Ener gy/ Enron transacti ons was substantial. The harm
results principally fromtwo arrangenments, the GPAA
and the ennovate joint venture. In the
reconcilliation period, the 5-year GPAA contract with
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Enron provi ded Peoples Gas with some 66 percent of
its gas requirements. It was by far the single
| argest cost for the itemfor the Utility yet, for
the single largest contract for its single |argest
cost item

Peoples Gas initially and repeatedly
claimed it had conducted no econom c analysis to
determ ne if the contract was a good deal. The
Comm ssion Staff rightly concludes that failing to
conduct an econom c analysis of a contract of this
magni tude was in and of itself inprudent.

After discovery was reopened in
February 2004, the parties found an econom c anal ysi s
had, in fact been done. It was conducted by M. Roy
Rodri guez, a manager in Peoples Energy's Risk
Management Group. His anal ysis showed that the GPAA
was a | oser for Peoples Gas and its custonmers. I n
its prefiled testinony, Peoples Gas attenmpts to
deni grate M. Rodriguez's analysis; but at the time
Peopl es Gas decided to enter into the GPA, the only
econom ¢ anal ysis avail able to Peoples Gas showed
that the GPAA was a bad deal for Peoples Gas and a
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bad deal for its rate payers.

| ndependent of M. Rodriguez's
anal ysis, the terns of the GPAA al one showed that it
was a bad deal. Under various provisions of the
contract, Peoples Gas ceded control to Enron over the
price and the quantity of significant portions of the
gas supply it was required to buy. Not surprisingly,
Enron took advantage of these provisions to increase
its profits at the expense of Peoples Gas and its
customers.

The second harnful arrangement was
ennovat e. Ennovate was at the center of the strategy
in a series of special deals designed to increase
revenues flowing to unregulated utility affiliates.

I ncorporated at the end of April 2000 with an initial

capitol investment of only $100, 000 each from Peopl es

Energy and Enron, ennovate had more than $100 mllion
in revenue and made more than $20 mllion of profit
during the reconcilliation period.

After reviewi ng the avail abl e
document ation, Staff and the City, CUB experts

concl uded that the only plausible explanation for
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ennovate's nore than 10, 000 percent profit on its
meager investment was its use of Peoples Gas' PGA
assets and costs. Peopl es Gas has not offered any
pl ausi bl e expl anation for ennovate's questi onabl e
deals or it's extraordinary profits. The testimony
from M. Morrow, an ennovate board nmember, clai med
t hat ennovate earned its massive profits through
specul ative trading and fiscal gas transactions in
the upper M dwest; but M. Morrow and ennovate's
parent firm Peoples Energy Resources Corporation
could neither quantify ennovate's trading games nor
identify deals that yielded such excessive profits.
Absent the m sappropriation of rate payer assets,
ennovate's mraculous $20 mllion in profits in
fiscal year 2001 is inexplicable.

I n addition, CUB wi tness, M erzwa and
Staff witness, Rearden described how -- in deals |like
the one called Manl ove Junpstart, Peoples Gas
i mprudently transferred gas fromits storage to Enron
affiliates during the record cold winter of 2000,
2001 and then was conpelled to replace that gas for
its customers on the spot market which was then at
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record highs. Under Manl ove Junmpstart, Peoples Gas
transferred substantial anmounts of gas from storage
to Enron M dwest during the |last ten days of

November 2000, while during those sane ten days,
purchasing the same amounts of gas at the record high
spot market prices fromEnron M dwest. This was a
direct and bl atant transfer of wealth from Peopl es
Gas to Enron M dwest with Peoples Gas' customers | eft
to pick up the tab.

Besi des the major transactions that
resulted in tens of mllions of dollars and inprudent
costs for customers, Staff identified several smaller
deal s that were especially pernicious. I n these
arrangements, Enron M dwest often served as a sham
m ddl e man to hide affiliate transactions that I ack
Comm ssi on approval .

One exanple of such deal is the
refinery fuel gas or RFG. Pre-Enron, Peoples Gas
purchased RFG directly froman affiliate of Citco
Petrol eum at a significant discount off of first of
mont h index price. To affect the RFG deal during the
reconcilliation period, Peoples Gas did not renew its
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direct purchase agreenment with Citco.

| nst ead, PERC, a Peoples Gas affiliate
purchased the RFG from the refinery at the same
di scount off the first of nonth index price that
Peopl es Gas had paid previously. PERC t hen sold the
RFG to Enron M dwest at a substantial profit but
still below the first of nonth index price. Then
Enron M dwest turned around and sold the gas to
Peopl es Gas with another mark up but still comng in
bel ow the first of month index price.

| ncredi bly, Peoples Gas has argued
that it should be appl auded because rates payers
still got the gas for less than 100 percent first of
mar ket i ndex price.

A simlar diversion deal described by
Staff is the Trunkline deal which, again, used Enron
M dwest as an intermediary to shield the deal from
Comm ssion scrutiny. These deals were actual
transacti ons bet ween ennovate and Peoples Gas that
yi el ded profits for Peoples Energy and Enron at the
expense of Peoples Gass rate payers.

Besi des the Enron related
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transactions, City, CUB witness, Decker also will
testify that rate payers incurred substantial and
prudent costs as a result of the dramatic and
unexpl ai ned i ncrease in gas |ost and unaccounted for
whereas -- or GLU by the Utility. The expected
testi mony has generated a | ot of clutter around this
I Ssue.

Peopl es Gas' witnesses will portray
its GLU numbers as falling within the broad range of
GLU performance by other gas utilities. While such
conpari sons m ght show that Peoples Gas did not have
t he worst GLU nunbers ever, they also show an
unexpl ai ned expl osion of GLU costs in the
reconcilliation year. The Utility's own words
confirm that cost spike. According to Peoples Gas
empl oyees words, the GLUs -- the Utility's GLUs
skyrocket ed. Ot her internal correspondence referred
to runaway GLU and anot her estimated the market costs
of the Utility's GLU to be $40 milli on.

Peopl es Gas does nothing to explain
the nore than 400 percent increase and the | oss of
gas in the reconcilliation period and a resulting
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cost increase to customers or in any way denonstrate,
as the Act requires of the utility, that the costs
were reasonabl e and prudently incurred.

Finally, the picture of Peoples Gas'

i mprudence would not be conplete without discussing
its failure to hedge during fiscal year 2001. Bot h
City witness, John Herbert and CUB w tness, Brian
Ross will testify that Peoples Gas was inmprudent for
failing to use readily avail able hedging tools to

m tigate what was known to be an extremely volatile
gas price environment in the period | eading up to and
during fiscal year 2001. Peopl es Gas has, after the
fact conservatism about the alleged risks of hedging
wi t hout a detailed directive fromthe Comm ssion is
sinmply not credible. That conservatismis

contradi cted by Peoples Gas' previous hedging
activity which was conducted wi thout prior Comm ssion
approval, which it now insists as a precondition.

Al so, Peoples Gas' refusal to hedge to
protect customers against price volatility in the
2000, 2001 winter is contrasted by the Utility's
unregul ated affiliates which hedged extensively to
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protect their revenues. |In fact, Peoples Energy, the
parent conpany, had in place a weather insurance
policy, a form of hedging, during the reconcilliation
period to shore up the revenues of Peoples Gas and
North Shore Gas in the event of warmer than nornmal

wi nters. In short, Peoples Energy and its

unregul ated affiliates effectively managed gas price
ri sks on behalf of investors but |eft Peoples Gas'
captive customers conpletely exposed to the vagaries
and extremely volatile gas market.

Surely, Peoples Gas agrees that its
unregul ated affiliates and its parent conpany's use
of hedging represented prudence busi nesses behavi or
during that winter. Usi ng that reasonable benchmark
as a guide, Peoples Gas' failure to protect customers
by hedging was clearly inprudent.

| would also add that M. Ml roy
described in his statement the four pricing
provi si ons of the GPAA. He neglected to mention that
t he GPAA al so all owed Peoples Gas to fix prices of --
fixed prices or hedge the price of gas under the
GPAA, Peoples Gas chose not to do so
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It is the fundamental position of the
City, CUB, the Attorney General and the Comm ssion
Staff that Peoples Gas' recoverable costs cannot be
reconciled with the amounts collected from custoners
in fiscal year 2001; but it is Peoples Gas' burden to
demonstrate, based on the evidence of record, that it
prudently incurred the costs it charged the rate
payers.

Peopl es Gas can be expected to
continue to deny that its decisions and actions were
unl awf ul or i mprudent or that rate payers were harmed
in the way. Make no m stake, however, the evidence
will clearly show that Peoples Gas' custonmers were
har med and they were harmed substantially. Thank
you.

JUDGE SAIl NSOT: You want to take a 10-m nute
break before you start?

MR. KAM NSKI : | only have maybe 2 m nutes if
t hat' s okay.

JUDGE SAI NSOT:  Okay.

MR. KAM NSKI: Thank you, your Honor. Mark
Kam nski from the Attorney General's Office on behalf
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of the people of the State of Illinois. | just have
two points.

One, Attorney General w tness, David
Effron's testinmony only addressed a few distinct
porti ons of the GPAA and that is the 8 mllion that
has been discussed so far. M. Effron offered no
testi mony outside of those areas.

The second point, M. Milroy listed a
number of reasons why the -- he feels the GPA was a
decent busi ness decision and a decent business deal
for Peoples Gas. He also stated that this hearing is
based on Peoples Gas' business decisions at the time
they were made. So the question is, this PGL -- I'm
sorry, has Peoples Gas presented any evidence they
consi dered these factors M. Miulroy lists at the time
they entered into the contract, the GPAA?

| f you ask -- | ask you, your Honor,
to watch the -- watch for Peoples Gas to introduce
any evidence they did any econom c anal ysis that
showed that the GPAA was a good deal at the time that
they entered into the contract. There is none. A
$600 mllion contract, not one sheet of paper
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produced by Peoples Gas did any positive analysis,

that alone is imprudent. Thank you. That's all |
have.

JUDGE SAIl NSOT: M. Kam nski, | just have one
guesti on. Is M. Mulroy correct that the AG s
position is -- only involves $8 mllion?

MR. KAM NSKI: Your Honor, it is the general
practice of our office and others that someti mes when
you offer testinony, you're only offering it
regardi ng distinct issues. It is not our position
that they only should be disallowed $8 mllion, that
is just for that portion of the issues that Effron
addressed in his testinony.

JUDGE SAIl NSOT: Okay. Thank you. We're going
to take a ten-m nute break.

(Recess taken.)

MR. WEGI NG We have a schedul e updat ed. | was
rem nded though, that's not the actual order of
wi t nesses but at |east you'll have some idea whose
bei ng called on which day.

JUDGE SAIl NSOT: Okay. This is a schedule that

you all have?
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MS. KLYASHEFF: (Noddi ng head up and down.)

JUDGE SAI NSOT: M. Brady?

MR. BRADY: Thank you, good norning, your
Honor . M. Mulroy and M. Jolly has done such a good
j ob of covering the applicable |aw and the burden of
proof and operations that Peoples Gas perforns and
the relationship between Enron and Peoples that I'm
going to forgo that and cut right to the chase.

We've all prefiled testimony in this
case and there are three trends that are evident in
the prefiled testinmony. First, that Peoples Gas has
entered into transactions and agreenments with Enron
affiliates and Staff's testimony will show that some
of those transacti ons and those agreements were
i mprudent .
Second, that Peoples Gas affiliates,

i ncludi ng Peoples Energy entered into a relationship
or a strategic partnership, as M. Jolly referred to
it, with companies within the Enron famly. This
was -- this occurred through gas transactions,
agreenments and profit sharing. Staff's testinmony
will show that this type of a relationship was
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adverse -- operated in an manner adverse to the rate

payers.
Third, and finally, the facts and --

testimony will show that the records Peoples Gas kept

regardi ng operations -- regarding gas operations did

not comply with uniformed standards of accounts and
were deficient with respect to decisions made
regardi ng gas purchases.

That being said, I'lIl give a quick
overvi ew of sone of the agreenments, deals and
transactions that were in effect during this period.
First, as M. Muilroy has thoroughly vented, there was
the Gas Purchase and Agency Agreenment which was an a
agreenent between Peoples Gas Enron and North
Anmeri ca.

Second, there was a storage
optim zation contract, which was a contract between
Peopl es Gas and Enron M dwest. This was a contract
that allowed Enron M dwest to manage gas, nmanage
storage of gas on behal f of Peoples Gas.

Third, there was also an agreenent to
create a new conpany, ennovate, LLC whose ultimte
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parents were Peoples Energy Corporation and Enron
North Anmeri ca. In addition, there were -- Enron
M dwest al so had an arrangement for profit sharing
to -- a profit sharing arrangenment with Peopl es
Ener gy Corporation where Enron M dwest woul d share
its profits.

In addition to these contracts and
agreements, there was also third party off-system
transactions that inpacted the operation of the
storage field. A substantial number of these
transactions involved Enron affili ates. And,
finally, there was also a refinery fuel gas deal that
i nvol ved Peoples's Gas receiving refinery fuel gas
from one of its affiliates, PERC through Enron
M dwest .

This gives a high I evel overview of
what was going on during the reconcilliation period
and these are some of the key factors that Staff
| ooked at in proposing its adjustments and its
recommendations. What |'d like to show you is a |ist
to break down some -- those adjustments and those

recommendations to make it easier for us to foll ow.
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Staff has proposed 15 nonetary
adjustments to the gas charge. As you can see in the
top left-hand corner, it totals $92 mllion. At the
bottom which you can't necessarily see and we'll get
to later, there are 11 non-nmonetary recomendati ons
that were related to accounting and auditing and so
forth. Two of the nonetary recommendati ons have been
agreed upon, that being the maintenance of gas and
transactions 16. 2.

Number three, there's the GPAA. This
has been fairly -- thoroughly covered. " 11 just
state that there are at | east three reasons that
Staff found this to be inprudent. Staff's testinmony
| ays out the fact that the economc -- that Peoples
Gas did not perform an econom c anal ysis of the GPAA
prior to entering into the agreement, or at l|least it
di d not acknow edge one that had been performed
wi t hin the conpany.

Second, the nunmerical analysis that
Staff performed on the GPAA found it to be an
i mprudent contract as well as the provisions that
Staff reviewed of the contract, also was warranted - -
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to be found to be inprudent.

Staff also has two adjustments in the
Storage Optim zation Contract. The Storage
Optim zation Contract, well, Staff found the Storage
Optim zation Contract to be inmprudent among ot her
reasons, fromthe fact that Peoples Gas al so did not
perform an econom c analysis of the impact of this --
of this contract to see that this was the best offer
that they had received for optim zing the storage.

Transactions 19 and 103 are siml ar

transactions and |I'll forego going over those here
for sake of time and will be addressed within our
briefs.

8 and 9 are revenues fromnon-tariff
services. These are issues that we had covered or
presented in a review in our pretrial mem on Section
545 -- 545.40(d). Staff breaks these into two
adj ust nent s. One for transactions under the FERC
operating statement and one under -- for third party
storage exchanges because as the rule requires, these
transacti ons were not pursuant to an ICC tariff that

Peoples Gas had filed with the Conm ssion nor were
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they under a contract that was pursuant to a tariff
that they filed with the Comm ssi on.

In addition, it is Staff's view that
this used rate payers -- these exchanges and
transactions used rate payer gas.

10 and 11 are the refinery fuel gas
deal and revenues from the Trunkline deal. These
deal s were sonewhat simlar. They happen to share a
conmmon theme here where Peoples Gas was actually
receiving gas froman affiliate, but through Enron
M dwest as an intermediary. In the refinery fuel gas
deal, for instance, Peoples Gas had a fairly

| ong-termcontract with Citco for Citco to provide

them with the refinery fuel gas. That contract ended
and then PERC entered into an agreement -- P-E-R-C,
an affiliate of Peoples Gas entered into an agreenment

with Citco to receive refinery fuel gas. That
agreenment was essentially under the same terns and
costs that the -- Peoples Gas had Citco. PERC then
sold the gas to Enron M dwest who then increased the
costs and passed it on to People's Gas. The Staff
feels that this is -- one of the reasons Staff feels
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this is an inmprudent transaction is that Peoples Gas
hasn't justified why an affiliate of its was able to
receive the same contract that it had received and
yet Peoples Gas could not receive it at this time --
or at that time.

Moving on to Items 12 and 13, ennovate
profits, profits that ennovate had sent to Peopl es
Energy Corporation and Enron North America, it's
ultimate parents. Staff believes that was inmprudent
because ennovate could not have made -- earned its
profits without using Peoples Gas facilities, Manlove
Storage Field, for instance, nor w thout using gas --
rate payer gas. In Staff's review, we found that
some of the transactions had noney running through
the gas charge. \When Staff inquired further as to
t hat money running through the gas charge, we were
not provided sufficient information to clearly
del i neate what transactions should go through the gas
charge and what transactions should not, so Staff has
recommended that all of the profits that ennovate has
earned with respect to its relationship with Peoples

Gas be run through the gas charge
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Finally, there is -- two adjustments
for Manl ove Storage Field. One is for third party
| oans and one is for storage inmprudence. The
wi t hdrawal of gas from Manl ove Storage Field started
in approximately -- m ddle of Novenber and at that
time, third parties had gas stored in Manl ove Storage
Field, it was approximately 7 BCF; by the beginning
of January, all 7 BCF of that gas that had been
injected into the field had been withdrawn by third
parties, yet third parties continued withdraw ng gas
for the remai nder of the -- the remainder of the

heati ng season. Peopl es Gas would refer to this as

bei ng a | oan. In any case, that | oan involved the
uses of rate payer gas. The inmpact is -- Staff had
to go back -- Peoples Gas had to go out of the

mar ket, purchase additional gas to replenish the
field at market rates, the daily market rates as
opposed to the gas that it purchased previously,
which typically is a little cheaper. So due to --
Staff views this as being inmprudent actions and,

t herefore, has requested that the profits that third
par- -- that the third parties have earned fromthe
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| oans be run through the gas charge as well as the
cost of the purchase of additional gas.

And on to 15, adjustnent total
$19 mllion.

As you can see B through L are what we
woul d call our recommendations, they're the
non- monetary adjustments, not really adjustnments,
they're just recommendati ons on operations. Six of
them have been agreed upon with the Conmpany, so just
| ooking at -- starting with Hand | and J, the
internal audit, the management audit and Peopl es Gas
providing a report on how it intends to comply with
Uni f ormed System of Accounts. These process
recommendations relate to the records that Peoples
Gas kept and their non-conmpliance with the Uniformed
System of Accounts and the deficiencies as it relates
to recording their decision-mking process regarding
gas purchases.

K address the same issue that we had
tal ked about with the revenues fromnon-tariff
services, we are recomending that the Comm ssion
di rect Peoples Gas to comply with Section 525.40(d)
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of the Illinois Adm nistrative Code on a going
forward basis.

And, finally, we are recomending that
the 2000 reconcilliation case be reopened due to
facts that have come -- new facts which have come to
l'i ght during there proceeding and investigation which
Staff believes inpacts the 2000 case

So that being said, your Honor, this
is just a quick overview of the adjustnments and
recommendati ons that Staff is proposing in this case.

The prefiled testimny, the old testinony that wil

be given this week, I"'msure will affirmthese
positions. And we ask that you consider them and |I'm
sure you will find in Staff's favor. Thank you.

JUDGE SAIl NSOT: Okay. Thank you, M. Brady.
Ckay. Before we go any further, I'd Iike to discuss
briefly what would -- whose going to call what
wi t ness and whet her we should break for |lunch now or
call your first witness.

MS. KLYASHEFF: The Conpany has three wi tnesses
schedul ed for today. Based on estimates of cross for

them, certainly, one of them has relatively brief
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cross. M. Puracchio can be done before the lunch
break i f you want to get noving with that.

JUDGE SAI NSOT: Why don't we do that.

MR. MULROY: You have this; right?

JUDGE SAIl NSOT: Ri ght . But somebody told me it
wasn't in the right order.

MR. MULROY: You're right.

MS. SODERNA: Not necessarily.

JUDGE SAIl NSOT: So | didn't want to assune
anyt hi ng.

Okay. \Why don't we call
M. Puracchio.

MS. KLYASHEFF: You had asked to be provided
with a copy of the witnesses testimny at the
hearing. This is M. Puracchio's two pieces of
testimony.

JUDGE SAIl NSOT: Thank you. Why don't we swear

Mr. Puracchio in.
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(W tness sworn.)
THOMAS PURACCHI O
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:
DI RECT EXAM NATI ON
BY
MS. KLYASHEFF:

Q Woul d you state your name and busi ness
address for the record, please

A Thomas L. Puracchio, 230 County Road,

2800 North, Fischer, Illinois.

Q M. Puracchio, you have before you a
document entitled, Rebuttal Testimny of Thomas L.
Puracchi o that has been marked for identification as
Respondent's Exhibit | and a second docunent entitled
Addi tional Rebuttal Testinmony of Thomas L. Puracchio
t hat has been marked for identification as
Respondent's Exhibit M Do these two docunents
contain the testimny that you wish to give in this
proceedi ng?

A Yes.

Q Do you have any changes to make to either
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one of these docunments?

A No.

Q If I were to ask you the questions in these
documents today, would your answers be the sane as
are included in these docunents?

A Yes.

Q Do you adopt these documents as your sworn
testimony in this proceeding?

A Yes.

MS. KLYASHEFF: Your Honor, both these
documents have been filed on E-docket and subject to
cross-exam nation, | move for their adm ssion into
evidence in this case. The witness is available for
Cross-exam nati on.

JUDGE SAIl NSOT: Any objections to the motion?

MR. WEG NG None, your Honor.

MR. POWELL: None, your Honor.

JUDGE SAIl NSOT: Okay. That being the case,
your motion is granted, M ss Klyasheff. Respondent's
Exhi bit | and Respondent’'s Exhibit M which are
respectively the rebuttal testinony of Thomas L.
Puracchio and the additional rebuttal testinony of
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Thomas L. Puracchio are admtted into evidence.
(Wher eupon, Respondent's
Exhi bit Nos. | and M were
admtted into evidence as
of this date.)

JUDGE SAIl NSOT: You have no further questions
of this wi tness?

MS. KLYASHEFF: No, the Conpany does not.

JUDGE SAIl NSOT: Any cross?

MR. POWELL: Yes, your Honor. For the City of
Chi cago.

CROSS- EXAM NATI ON
BY
MR. POWELL:

Q Good Morning, M. Puracchio.

A Good nmorni ng.

Q My name is Mark Powel . I"m an attorney
representing the City of Chicago in this proceeding
and I'Il just start by asking you some questions
about storage inventories at Mnlove Field during the
wi nters of 2000 and 2001. In your additional
rebuttal testimony at Page 7 beginning at Line 141
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you state, That the end of February is very near to
the end of withdrawal season; is that correct?

A Yes.

Q You further state, That by the end of
February, it is typical for the working inventory at
Manl ove to be at or near zero; is that correct?

A It would be typical for the working
i nventory to be at or near zero at the end of a
wi t hdrawal season, yes, that's correct.

Q Was that the case in February of 20017

A | don't recall.

Q Was the nmonth end bal ance for 2000 --
February of 2001, 45,000 decat herns?

MR. MULROY: I|"m sorry, could | hear that
again, | didn't get that. Wuld you read that again?

(Record read as requested.)

THE W TNESS: It could have been.

BY MR. POWELL

Q | n operating Manl ove Storage, do you set
asi de specific volumes of storage to serve different
customers?

A Operationally, no, | do not.
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Q So the lower the storage inventory at
Manl ove, the |less gas there is to serve al
customers; correct?

A Yes.

Q And wi t hdrawals to serve hub customers

reduces the total inventory balance at Manl ove;

correct?
A Yes.
Q So the fewer withdrawals to serve hub

customers, the greater the volume of gas at Manl ove
t hat would be able to serve rate payers; is that
correct?

A |'m sorry, | didn't hear the first part of
t hat .

Q The | ower the withdrawals of gas from
Manl ove that serve -- that are used to serve hub
customers, the greater the volume of gas remains at
Manl ove that can be used to serve rate payers?

A You'd have to keep in mnd that the hub

vol umes woul dn't be -- wouldn't have been injected if
their customers weren't -- if customers weren't
al ready existing for that gas, so if there -- if the
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hub vol unes were | ess, there would be |ess volume in
the field to begin with.

Q In terms of withdrawals alone, it would be
more | eft over for rate payers if there weren't
wi t hdrawal s of gas for hub customers?

A Operation, | don't make a distinction
bet ween hub volumes and utility volumes; but again,
my understanding is that if the hub volumes are at a
certain level, that those quantities belong to those
hub customers, not the utility.

Q What is a deliverability decline curve
cal cul ati on?

A The deliverability decline curve
cal culation is used to determ ne the point in the
season at which -- after a certain |evel of
curmul ative wi thdrawals has occurred, the field can no
| onger be expected to meet its rated maxi mum daily
capacity.

Q Did Peoples Gas prepare a deliverability
decline curve calculation for the winter of 2000 to
20017

A Yes.
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Q What did it show?

A It showed that the -- | don't recall the
exact numbers but it showed that the decline curve --
t he decline point would be met at somewhere around
26, 000 decat herms of cunul ative withdrawal

Q I n your additional rebuttal testinony, on
Page 8 beginning at Line 157 you state, The addition
of third party volumes of gas has extended Manl ove's
decline point; correct?

A Yes.

Q You further testified that that extension
of the decline point benefits Peoples Gas rate
payers; correct?

A Correct.

Q And you refer in that statement to your
rebuttal testimony to explain that benefit to rate
payers; is that correct?

A Yes.

Q Are you referring specifically to your
rebuttal testimony Page 8 beginning at Line 166 where
you state that as a result of third party injections,
Peopl es Gas has the benefit of extended access to
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full - peaking capability of Manl ove?
A Yes.
Q Did the extension of that decline point

provi de an econom c benefit to Peoples Gas in fiscal

year 20017
A | don't know.
Q Did the extension of decline point provide

an econom ¢ benefit to rate payers in fiscal year
20017

A My job is operational manager of the field.
| don't get involved in the econom cs of rate payer
i ssues or utility gas issues. ' m concerned only
with the aggregate. That winter, as in every wnter
that we've had additional volume stored, has
certainly shifted the decline point outward. And to
the extent that the Utility's customers would have
needed a peaking service prior to the extended point,
they would have realized a benefit.

Q An econom c benefit?

A | think I already answered that.

JUDGE SAIl NSOT: You can clarify, M. Puracchio.

THE W TNESS: | would presume that any benefit
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the Utility's custoners realized had some -- could be
assi gned some econom c val ue, yes.
BY MR. POWELL

Q But you're not certain?

A Again, to the extent that the decline point
was extended by additional volumes, there's certainly
the possibility that the custoners realize an
econom ¢ benefit to that. They certainly realize an
operational benefit fromthem

Q | s the econom c benefit that you're
referring to only related to the availability of
peaki ng capability of the field?

A | woul d say yes.

MR. POWELL: That's all. Thank you?

JUDGE SAIl NSOT: Any further cross-exam nation?

MR. WEGI NG: Can | consult with nmy witness just
for a m nute?

JUDGE SAIl NSOT: Is there any further
cross-exam nation for this witness just so | have a
feel ?

MR. KAM NSKI : We have none.

MR. WEGI NG: | just have one or two questions.
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CROSS- EXAM NATI ON

BY
MR. WEGI NG
Q ' m James Weging, |'m representing the

Comm ssion Staff in this case or one of the attorneys
representing the Comm ssion Staff -- oh, dear, one of
these things again -- in your -- in the

cross-exam nation, you indicated that because of the
addi tional usage at the storage field, the decline
poi nt adjusted outward. [Is that an indication that
the -- the amount the decline point would reach woul d
be increased or decreased?

A What | meant by that was that the point at
which -- the cunul ative volume point at which the
field would reach that decline point was extended --
was increased so that the ability of the field to
reach its rated maxi mum was extended in time or
extended in cumulative vol ume.

MR. WEGI NG. That actually is the only question
that | have. Thank you.

JUDGE SAIl NSOT: Any redirect?

MS. KLYASHEFF: No redirect.
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JUDGE SAIl NSOT: Okay. You're excused. Thank
you. Now, before we go further, let's discuss the
subject of lunch. Do we have another short witness
that we can do and break | ater?

M ss Soderna, do you have any i nmpact
on this?

MS. SODERNA: My need to eat, you mean? We can
go ahead, |I'm okay. Thank you.

JUDGE SAIl NSOT: Do you have one nore witness?

MS. KLYASHEFF: Can we call Wtness Zack?

JUDGE SAI NSOT: s Zack going to be a short
wi t ness?

MS. SODERNA: No. Zack --

JUDGE SAIl NSOT: No, why don't we not do Zack.

MR. MULROY: Judge, we have -- Valerie Grace is
somewhere, as they say, in the building. W think
maybe meeting with the Comm ssioners, you want to
take 2 m nutes and see if we can find her?

JUDGE SAIl NSOT: Okay. Bef ore we do that, are
there a | ot of questions for Mss Grace?

MR. POWELL: No .

JUDGE SAI NSOT: Go ahead, then. W're taking a

684



10

11

12

13

14

15

16

17

18

19

20

21

22

5-m nute break.
(Recess taken.)
JUDGE SAIl NSOT: Why don't we meet back at
(Wher eupon, a luncheon
recess was taken to resunme
at 1:30 p.m)

(Change of reporters.)

1:30.
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(Change of reporter)

JUDGE SAI NSOT: Okay. We're back on the record
in Docket No. 01-0707. | believe Ms. Klyasheff is
going to bring a witness forward.

MS. KLYASHEFF: We call Thomas Zack.

(Wtness sworn.)

JUDGE SAI NSOT: Okay. Thank you.

MS. KLYASHEFF: You granted a notion to strike
a portion of M. Zack's testimny a few weeks ago.
What | handed you does not reflect that. | assunme
your ruling acconmmodates the situation.

If you want that refiled with those
sentences renmoved, | can do that.
What woul d be your preference?

JUDGE SAI NSOT: | have brought sonme speci al
equi pment for indentation.

MR. BRADY: To mark it?

JUDGE SAI NSOT: You have a choice of very
t hi ck, medium and t hin.

| think that's really the easiest and
fastest way to handle this because | will just have

the clerk's office scan -- you don't have to do it
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right this second but by the end of the day. Okay.

MS. KLYASHEFF: | just assunmed people may have
had cross prepared based on page reference and al
t hat good stuff. So we did not want to change that.

JUDGE SAI NSOT: Right, and that's what magic
mar kers are for.

THOMAS ZACK
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY

MS. KLYASHEFF:

Q M. Zack, you have before you a docunment
entitled with Rebuttal testimny of Thomas E. Zack
t hat has been marked for identification as
Respondent's Exhibit G A document entitled,
Addi ti onal Rebuttal Testimony of Thomas E. Zack
mar ked for identification as Respondent's Exhibit K
And a third document Entitled Surrebuttal Testimony
of Thomas E. Zack marked for identification as
Respondent's Exhibit P.

Do you have any changes that you w sh
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to make to these documents?

A The only change is as |I -- as of October
1st had a title change to director of gas services
and within this period of time I moved from 150 North
M chi gan Avenue to 130 East Randol ph Drive, Chicago

Q And the title change you referenced on
Oct ober 1st, that was October 1st, 20047

A Yes.

Q Wth those changes as well as the sentences
t hat have been stricken, as we discussed a couple
m nutes ago, were | to ask you the questions in these
documents, would your answers be the same as included
in these documents?

A Yes, they woul d.

Q You adopt these documents as your sworn
testimony in this proceeding?

A Yes, | do.

MS. KLYASHEFF: Subj ect to cross-exam nation, |
move for the adm ssion of Respondent's Exhibits G K
and P.

JUDGE SAI NSOT: Any objection?

MS. SODERNA: No obj ection.
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JUDGE SAI NSOT: Okay. That being the case,
Ms. Klyasheff, your notion is granted and
Respondent's Exhibits G, K and P are admtted into
evi dence.

(Wher eupon, Respondent's
Exhibits G K and P were
admtted into evidence.)

JUDGE SAI NSOT: And for the record, they are
the rebuttal testinmony of Thomas E. Zack. The
additional rebuttal testimny of Thomas E. Zack and
the surrebuttal testinmony of Thomas E. Zack.

|s there anything further, Ms.
Kl yashef f ?

MS. KLYASHEFF: No. Thank you.

JUDGE SAI NSOT: Okay. Cross-exam nati on.

MS. SODERNA: | can start.

CROSS- EXAM NATI ON
BY

MS. SODERNA:

Q Good afternoon, M. Zack. M name is Julie

Soderna and | represent the Citizens Utility Board.

A Good afternoon.
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Q ' m going to start by referring to your
additional rebuttal testinmny and the subject matter
I"m going to speak to is what's referred to as
unaccounted for gas, or gas |oss and unaccounted for;
| believe is the conpany's term GLU is the acronym

Is that what --

A Yes, that's correct.
Q -- the company uses?
Okay. l'd like to refer you to
page -- the bottom of page 10 and the top of page 11,

your additional rebuttal.

Generally, is it fair to say that you
di sagree with Ms. Decker's concl usions about GLU and
her recommendi ng di sall owance?

A Yes.

Q And you -- so you disagree with Ms.
Decker's claimthat the | evel of GLU during
reconciliation period was excessive?

A Yes, | disagree with that.

Q And specifically at page 11 you coment on
the relevance of certain company documents on this
topic which were discussed by Ms. Decker in her
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testimony; is that correct?

A Do you have a line reference?

Q Yeah, line 214 is where it starts. It's an
answer to the question on the previous page. The
gquestion is, Ms. Decker refers to e-mails which she
says confirm GLU i ncreases, do you agree? And your
answer is, Yes, but | disagree with the conclusions
that Ms. Decker draws fromthose e-mails.

Do you see that?

A Yes.

Q So just to go back. It's fair to say then
t hat you di sagree with her conclusions about GLU and
her recommended di sal |l owance?

A Yes.

Q Okay. The documents that I'"mreferring to
are City CUB Exhibits 1.12, 1.13 and 1.14. And t hose
are two e-mails and another docunent called A Gas
Loss Work Plan; is that right?

A | don't have that document

Q You don't have themin front of you?

A No.

Q Okay. | can --
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A What were the document nunbers again?

Q They're CUB -- City CUB Exhibit 1.12, 1.13

and 1.14. | have copies for you.

A Okay.

MS. SODERNA: | wasn't going to ask specific
guestions about these documents until a little bit
| ater but 1'Il go ahead and mark these. We' Il mark
these as CUB -- City CUB Cross Exhibit 1, 2 and 3.

JUDGE SAI NSOT: Okay.

MS. SODERNA: Respectively.

JUDGE SAI NSOT: Are you going to enter those
into evidence?

MS. SODERNA: Well, these are -- will be
attached to Ms. Decker's testinony. So |I could enter
them as cross exhibits or we could just -- they could
get in as exhibits for testinmony.

JUDGE SAI NSOT: What ever you'd prefer.

MS. SODERNA: | mean, it may be easier just to
enter them as cross exhibits right now so that -- for
ease of reference.

MR. REDDI CK:  Your Honor, could we go off the
record to see if we can make this sinpler.
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JUDGE SAI NSOT: Okay. Ms. Soderna?
MS. SODERNA: Sorry. Yeah, those should be
| abel ed as Zack.
MR. REDDI CK: No, why don't we just --
JUDGE SAI NSOT: Can we go off the record for a
second.
(Wher eupon, a discussion
was had off the record.)
BY MS. SODERNA:
Q Okay. So do you -- are you famliar with

each one of these, the docunents, M. Zack?

A | may have seen these docunents before
briefly but I can't say that |'mparticularly
famliar with them It |ooks |like sonme of them
are -- have dates. It looks like e-mails in the

spring of 2001, the tinme period and at that time |
was in customer service.

Q Okay. But you did review themin
preparation of your testimony; right?

A Briefly.

Q Okay. Because you state in your testinmony

that the e-mails confirmthat management was aware of
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the GLU increase in 2001; right?

A We were aware of it and we try and keep
tabs on it if it does go up so that we can | ook into
what m ght be causing it, yes.

Q Ri ght, but I'm comenting specifically to
your -- you were specifically responding to what the
e-mails indicate in your testimny?

A Yes.

Q And -- right. So you're agreeing that the
e-mails confirm that management was aware of the GLU
i ncrease?

A Yes.

Q Okay. But what you were referring to, had
you seen these docunents before? You prepared this
testi mony or are you saying that you were unfamli ar

with them before you prepared testimony?

A | think that's what | was saying that
before this process |I don't think |I was getting
copi es of these but | made sone.

Q Okay. Also in your testinony you
acknowl edge that the documents referred to by
Ms. Decker, Zack Cross Exhibits 1, 2 and 3, confirm
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that the conpany was aware of an increase in GLU
during the reconciliation period; correct?

A That's correct.

Q But you concluded in your testinony,
however, that the |level of GLU during the

reconciliation period was not excessive; is that

correct?
A That's correct.
Q And was this conclusion based upon your

review of those docunments or your general know edge
of the subject or both?

A | think it's the -- largely the genera
knowl edge of the subject that | know that gas | oss
unaccounted for can fluctuate within periods quite a
bit, not only for us but for other utilities. And so
to have a year or two where it's higher than another
year, i s not normal.

Q Okay. You argue in your testinony that
rat her than an excessive increase the GLU | evel
during the reconciliation period wasn't reflective of
natural fluctuations in the GLU statistic as you just
said; is that fair?
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A Coul d you give me a page reference on ny
testi mony.

Q Sur e. On the same page, page 11 you
indicate -- lines 218, 19 and 20 certain fluctuations
in the statistic are expected.

A That's correct, and that's what -- that's
one of the comments | made.

Q Ri ght. And also you go so far as to say
t hat the docunents, which would be Zack Cross Exhi bit
1, 2, and 3 referred to in Ms. Decker's testinmony,
denonstrate that Peoples management was vigilant in
its monitoring of GLU; isn't that what you said?

A Yes.

Q Did you nmean that Peopl es Managenment was
vigilant in its monitoring GLU during the
reconciliation period or sometime |ater?

A | believe it would' ve been during the
reconciliation period as well as after that
reconciliation period. Until the -- a period of tinme
was over, you don't know what the anmount of GLU is so
some of that will be after the fact.

Q Okay. All right. Let's | ook specifically
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at Cross Exhibit 1 which has been | abeled as City CUB
Exhibit 1.12. And this is an e-mail as we've
previously discussed. The date on that top is

March - -

JUDGE SAI NSOT: Ms. Soderna.

MS. SODERNA: Yes.

JUDGE SAI NSOT: It m ght be helpful if you gave
me a copy.

MS. SODERNA: Oh, yes. | have one for you.
Sorry about that.

JUDGE SAI NSOT: lt's okay.

You can continue.
BY MS. SODERNA:

Q Okay. The -- we're | ooking at what was
previously marked as CUB Exhibit 1.12 which is now
Zack Cross Exhibit 1.

And the date on the top of the e-mail

is March 28th, 2001; is that correct?

A Yes.

Q And the -- it's a -- there's an e-mil
change. It's two e-mails. One e-mail from Sam
Fiorela (phonetic) to Kathy -- I'm sorry, from Kathy
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Donafrito (phonetic) to Sam Fiorela and then a

response from Sam Fiorela to Kathy Donafrito; is that

correct?
A Yes.
Q And in the original e-mail, do you see

where it says in reference to the question RE, def,

d- e- f, of unaccounted for gas brings me to a

related concern in the | CC annual report. The amount
has skyrocketed from11.3 mllion therms to 46.4
mllion therms, cal endar year 1999 to 2000; do you

see that?

A Yes.

Q Okay. Then I'll go to Zack Cross Exhibit 2
which is -- was previously marked as City CUB Exhi bit
1.13 and this is another e-mail. And this has
been -- this -- the date on this is July 10th, 2003;

do you see that?

A Yes.

Q And this is from Robert Harrington to Tom
Nardy (phonetic), et cetera; correct?

A Yes, Tom Nardy, Ann Brown.

Q Ann Brown, right. Okay.
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And the second line in the e-mail, the
sub- -- the main nmessage. Do you see where it reads,
The problem has not gone away. We have 4 percent or
about APCF unaccounted for with a current market
val ue of about 40 mllion; do you see that?

A Yes, | do.

Q Yet you continue to maintain that the |eve
of GLU during the reconciliation period was nerely a
result of certain fluctuations of GLU; is that
your -- what you maintain?

A Yes.

Q And these fluctuations in GLU did not
represent a pattern of increase of GLU |levels from
1999 onward?

A | don't think I'd characterize themas a --
necessarily a pattern, no.

Q Okay. How woul d you characterize that?

A Well, | know that they did an increase for
one or two years and | believe in 2003 they canme
down. So for me to call it a pattern of increase,
woul d say no

Q Woul d you have called it a pattern if you
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just | ooked at the time frame 1999 to 2002 then?

A | don't have those percentages in front of
me so.

Q Okay. Let's change gears a little bit.

Are you famliar with the term HUB as
the company uses that tern?

A Yes.

Q And what is your understanding of that
term?

A The HUB is part of the m dstream segment of
the conpany that sells services to third parties
utilizing excess capacity of our MANLOVE storage
field which is a rate base asset as well as our --
anot her rate base asset.

Q That was a very good definition actually.

Okay. Turning back to the issue of
GLU during reconciliation period, is it possible that
the increase that we were just tal king about, the
increase in the |level of GLU could have been caused
by an increase in HUB transactions at that tinme?

A Well, | guess there are many things that
are possible. So | suppose it could be sone
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contributor to it but because it's unaccounted for,
it's -- you're not accounted for so you really don't
know what causes for it are.

There are the -- a large part of the
contri butors to be unaccounted for go to billing
estimates and adjustments as well as possible
metering errors. So it's hard to say whether the HUB
did have an inpact but it may be possi bl e.

Q And, |ikewi se, along that line, it would be
possi bl e then for Enron's gas supply relationship
with the conpany to al so cause the GLU percentage to
increase since it sounds like a lot -- there are a
| ot of contributing factors to the increase?

MR. MULROY: I"m sorry, may -- could | have the
gquestion read back, please.

(VWher eupon, the record

was read as requested.)

THE W TNESS: | can't think of a reason why a
relationship with another party would inmpact
t he unaccount ed.

BY MS. SODERNA:
Q What about the gas supply contract between
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Enron and Peopl es Gas?

A Again, | can't see how that would inmpact
it. I mean, unaccounted for is essentially the
difference between were sent out and your sal es.
You' ve got gas comng into the system through
purchases. You've got gas comng into the system
t hrough transportation deliveries and you've got
storage activity, either withdrawals or injections at
MANLOVE t hat inpact the sent out side.

And on the sales side, you' ve got
met er readings, a |lot of estimates and estimating of
unbi |l | ed revenues, as well as differences in BTU
factors, billing versus sending out. So -- but |
don't see how any of that is inpacted by a
relationship with a particular party.

Q Okay. Well, let's |look at the next cross
-- Zack Cross Exhibit 3 which is -- was previously
mar ked as City CUB Exhibit 1.14.

This document is entitled, A Gas Loss
Work Plan. Are you famliar with this document?
A Again, just as it relates in this case.
Q So you did review it in your preparation --
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A Yes.

Q -- for testinmony?

A | believe so.

Q Let's |l ook at the top of the docunment on

the first page. The section entitled, Observations.
The first observation -- the first bullet point
states that past studies enrolling 12-month totals
suggest a fundamental shift, an increase in GLU

begi nning in |ate cal endar 1999 and conti nui ng. Do
you see that?

A Yes, | do.

Q Woul d you characterize this observation of
a fundamental shift and increase in GLU as merely
representing the natural fluctuations in GLU that we
di scussed earlier?

MS. KLYASHEFF: " m going to object to the
guesti on. The witness indicated he reviewed this in
t he preparation of his testinony but he has not
i ndi cated any other famliarity with the document of
ownership or any kind of ability to interpret what
someone wrote in this document. | don't see a

foundation for the question.
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JUDGE SAI NSOT: You know, I'm not quite sure
under stood the questi on. Coul d you read
Ms. Soderna's question back to me.

(Wher eupon, the record

was read as requested.)

JUDGE SAI NSOT: So what are you trying to get
out of this w tness?

MS. SODERNA: Well, he's been testifying that
the increases in GLU during reconciliation period
were merely a representation of natural fluctuations
i n unaccounted for gas. And what the docunentation
that I'"mreferring to that he's reviewed in
preparation of his testinony indicate that there was
a trend, an -- a trend of increasing -- dramatically
increasing GLU that was not -- does not appear to be
a result of natural fluctuations.

And | guess |I'"mjust trying to get to
the heart of what the witness -- how he perceives
these fluctuations that he testifies to.

JUDGE SAINSOT: Well, I'"mgoing to sustain the
obj ection but you can rephrase the -- your question.

BY MS. SODERNA:
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Q We've discussed this subject matter
regarding the fluctuations and GLU | evels during the

reconciliation period shortly before and shortly

after in context with these docunents that |I've shown
you and what |'m wondering is if you can, isolating
the time period from 1999 till about 2002, which is

what we were tal king about earlier, do you see
those -- the GLU levels during that period of time as

just fluctuating upward or representing sonme kind of

trend -- upward trend in GLU | evels?
A | don't think it represents a trend. I
have seen both, within the state of Illinois and

nationally, GLU levels up to the 6 percent area. And
quite frequently 4 or 5 percent.

You al so see some years -- and that's
on an annual basis. You also see some years where
it's negative which seens to go against |ogic that
you sold nmore gas to the customer than you put in the
system but it happens because of these aberrations
year to year. So for ne to |ook at a few years,
think it -- 1 think it's a reason for the conpany to
take notice so that in case it did becone a long-term
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trend, they were on top of it.

But |I'm not surprised that over a few
year period you have a few numbers that m ght be
hi gher than the previous year.

Q So you don't believe that the documentation
that -- or the -- I'"'msorry, the e-mails, the prior
two e-mails that | showed you indicate a serious
concern on behalf of the conpany regarding a | evel of
GLU?

A Well, | think they do have a serious
concern because they want to get something before it
gets worse or continues.

Q But you argue that that's not a problen?
That it's something the company should just take note
of and perhaps observe?

A Wel |, they should take note and observe and
try to determ ne what issues m ght be underlying that
increase in nunbers. But it doesn't surprise ne
t hat, again, over just a few year period that you may
have some increase in numbers based on what [|'ve
seen, you know, | ooking at nore years.

Q Well, getting to the underlying problens,
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let's nove on in this docunent, the Gas Loss Work
Pl an.

At the bottom of the first page
there's a section entitled, Areas of Focus; do you
see that?

A Yes.

Q And under that title it states, The root
cause of the increase in GLU could be attributed to
one or all of the followi ng events in 1999 to 2000;
do you see that right there?

A Yes.

Q Turning to the next page which is the
second bull et point under Areas of Focus. The first
one on the second page.

Do you see where it says, Enron
assunmption of transportation and delivery of bundl ed
citygates supplies beginning October 1999; do you see
that ?

A Yes, | see that.

Q And the second bullet point states that
increase in HUB transactions and managenent of HUB by
begi nning earlier calendar -- early cal endar
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"9- -- 2000 sorry; do you see that?
A Yes.
Q And those are, once again, |abeled as
potential root causes of the increase in GLU.
Do these change your comments earlier
t hat HUB transactions and the Enron gas supply
relationship may not -- or may not have been a

significant cause of the increase in GLU?

A Well, | think on the front page | eading
this, they state that -- they use the term could be.

Q Ri ght.

A That the root cause of -- that the author
of this thought they could be, but, again, | don't

know how t hey woul d' ve been.

Q Okay. You nmentioned on page 11 of your
additional rebuttal that the conpany installed --
we're at the same point in your testimny that |
referred to earlier. It's page 11, lines 221 to 224.
And you mention that the company installed new
ultrasonic neters on the conpressor discharge piping
at MANLOVE as a precaution to inprove the accuracy of
storage injection measurenents; do you see that?
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A Yes.

Q Do you know when these meters were
installed?

A | believe it was sonetime in the sumrer of
2004.

Q Okay. When -- and tell me again when the
company first became aware of the GLU increase?

A | couldn't say for sure when they first
became aware. | mean, | think it was probably
somet hing being tracked pretty regularly. So | don't
know when they, as you say, first became aware. |
think they were always aware of what GLU was on an
ongoi ng basis.

Q Okay. That's fair to say. But the
documents that you reviewed and that you commented on
in your testinmony, which are the first two e-mails
that | mentioned. Those both tal k about the increase
in GLU starting circa 1999; is that right?

A Yes, that's what they're -- seemto be
referring to.

Q And you agree in your testimony that that
i ndi cated that the conmpany was aware of it at that
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time?

A Yes.

Q Okay. Ot her than nonitoring and installing
t hese new meters, has the conpany taken any other

action in an effort to reduce GLU | evel s?

A They | ooked at billing estimating factors.
They have a pretty big -- can have a pretty big
i mpact in GLU, well, period to period because so nuch

of what we put on the books is estimted. They've
undertaken progranms to reduce the nunmber of unread
meters for nmultiple months. The -- they've also, |
t hi nk, made a special effort to |ook into gas steals,
you know, true unaccounted for physically.
Generally, people think in terms of |eaks and steals
and it could be potentially that with the increase in
gas prices that we saw in fiscal 2001, the incentive
for customers to bypass the meters which woul d
i ncrease unaccounted for was higher. And that there
coul d' ve been nmore steals taking place.

JUDGE SAI NSOT: So when you're using the word
"steals", you're --

THE W TNESS: E-a-I-s.
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JUDGE SAI NSOT: Ri ght, theft.

THE W TNESS: Theft.

JUDGE SAI NSOT: Okay. Just wanted to make sure
| heard you correctly.

THE W TNESS: Because if you're not measuring
t he gas going through the consunmption meter at the
prem se, it's not getting into your sales.

JUDGE SAI NSOT: Okay.

BY MS. SODERNA:

Q And in those potential reasons for the
increase in GLU, can you give any sort of estimte
about the proportional inmpact of those exanples that
you gave on the level of GLU or are those just one of

t he many potential causes of an increase in GLU?

A Yeah, | couldn't -- | could not estimte
their impact. | guess -- no, they're one of a nunber
of things but | couldn't estimate the inmpact, no.

Q Do you think that it's possible that

steals -- that the steals that we were just
mentioning could be worth $40 mllion?
A | don't know.

Q You can't even give a gross estimte?
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A No, | can't.
MS. SODERNA: All right. That's all | have.
Thank you.

JUDGE SAI NSOT: You can proceed, M. Jolly.

CROSS- EXAM NATI ON

BY
MR. JOLLY:
Q M. Zack, nmy nane is a Ron Jolly. |I'm an

attorney for the Gty of Chicago.
A Good afternoon.

Q How you doi ng?

Good.
Q l'd like to start at your additiona
rebuttal testinony at page 3, lines 51 through 52.

And, excuse me, and there it states that the GLU

number for fiscal year 2001 was 3.76; do you see

that ?

A That was 8.3 mllion decatherms and 3.76
percent of -- yes.

MR. JOLLY: | want to have marked as Zack Cross

Exhi bits 4 and 5.
JUDGE SAI NSOT: We're doing our own marKking.
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MR. JOLLY: Okay.
JUDGE SAI NSOT: Or rather you're doing your own
mar ki ng.
MR. JOLLY: | can't give it to you?
(Wher eupon, Zack Cross
Exhi bit Nos. 4 and 5 were
mar ked for identification
by counsel .)
BY MR. JOLLY:
Q Do you have in front of you, M. Zack, what

has been marked as Zack Cross Exhibits 4 and 57?

A Yes, | do.

Q And do you recogni ze those docunents?
A Yes.

Q And what are they?

A They are data request responses in this

case.

Q And in Zack Cross Exhibit 4, does that show
t he unaccounted for gas percentages for 2001, 2000
and 19997

A Yes.

Q And going to Zack Cross Exhibit 5. Does
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t hat show the unaccounted for percentages for fiscal
years 1998, 2002, 2003, 20047

A Yes.

Q And just reading those seriatimin order
fromthe earliest year on, do you agree that
according to these two exhibits that for fiscal year
1998 Peoples Gas reported an unaccounted for gas
percentage of 1.10 percent?

A Yes.

Q And then jumping to Zack Cross Exhibit 4
for fiscal year 1999, the unaccounted for percentage
is 1.09 percent?

A Yes.

Q And then fiscal year 2000, on the sanme
exhibit, is 0.84 percent?

A Yes.

Q And then if unaccounted for percentage in
2001 is 3.76 percent?

A That's correct.

Q And then junping back to Cross Exhibit 5
for fiscal year 2002, the GLU number is 2.89 percent?

A Correct.
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Q And for 2003 it's 3.83 percent?
Yes.
Q And for 2004 it's 1.88 percent?
A Yes.
Q Woul d you agree that the GLU total in

fiscal year 2001 was four tinmes greater than the GLU
total in fiscal year 20007?

A Yes.

Q And woul d you agree that the GLU total in
fiscal year 2001 was nmore than three times greater
than the GLU total fromfiscal year 1999?

A Yes.

Q And that the GLU -- would you al so agree
that the GLU total in fiscal year 2001 was more than

three times greater than the GLU total in fiscal year

19987

A Yes.

Q Okay. l'd like to nove to, | think, it's
your rebuttal testimony page 13. |'m | ooking for

that. Yes, page 13 and at lines 267 through 269 you
di scuss fiscal storages ahead here; is that correct?

A Yes.
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Q And at lines 270 through 271, you state
t hat the conpany continued to hedge winter prices to
reduce the storage?

A Yes.

Q What do you mean by that |ast statenent?

A | mean, that storage is filled during the
summer or non-wi nter period and the gas is w thdrawn
during the winter period and usually the prices for
gas are nuch lower in the summer and higher in the
wi nter.

Q And so when it's withdrawn in the w nter,

it has a depressing affect on the overall price of

gas?
A |*'m sorry, could you repeat the question.
Q Sure. \When gas is withdrawn in the wi nter
is it your position that -- let me start again.
When Peoples Gas withdraws gas in the
winter, is it your position that the |ower price gas

that was injected in the summer then has a moderating
affect on the overall price of gas for -- that's
delivered to customers in the winter?

A | believe that the |l ower price gas injected
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in the summer does have a moderating affect -- can
have and usually does have a nmoderating affect in the
wi nt er.

Q Do you know if the | ower price gas that
Peoples Gas injected in the summer in fiscal year
2001 had a nmoderating affect on gas that was
served -- that was delivered to customers in the
wi nter of 2000, 20017

A | believe it did.

Q Okay. You reviewed the testimny of city

witness M. Herbert in this case; didn't you?

A Yes.
Q | ' m going to show you his testimny. |
don't have an extra copy, if you don't mnd. [|I'm

going to show you his testinony on page 46 of his
direct testinmony and if you want to take a few
moment s. If you could review his testimny on |ines
1156 through 1177.

A Okay.

Q Woul d you agree that M. Herbert in his
testimony there states that from Novenber 2000

t hrough February 2001 Peoples customers paid al nost
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$10 mllion more than they would have if Peoples
woul d' ve purchased all of its gas at index prices?
A ' m sorry. Could you repeat the question.
Q Sure. Wuld you agree that in his
testi mony there, M. Herbert testified from Novenber
2000 through February 2001 Peoples customers paid
al most $10 mllion more than they would have if --
t han they would have if Peoples' would' ve purchased
all of its gas at index prices?
A | agree it says that
Q Okay. And did you respond to that
testi mony and any of the testimony you filed in this
case?
A Well, | believe there's been -- | believe
responded that storage is a hedge and it has an
i mpact to reducing the cost for customers generally.
And | think the -- where the reason he's floating
these numbers is because of what's called |ife of
accounting where we replace -- we're making a
projection during the wintertime of what the
repl acement cost for that gas is in the sumer. And

that that -- | wasn't in the area at the tinme but
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that estimate, based on futures prices, may have been
hi gh and may have kept the gas charges that custoners
were billed during that period of time in the wi nter
escal ated but the net effect through the year is --
in actuality those prices came down in the sumer and
it was cheaper to put that gas back into storage and
in the end the customer did get that benefit.

Q Do you agree that customers tend to use

more gas in the winter?

A Most customers do, yes.
Q Do you believe -- and Peoples Gas is
service territory. Isn'"t it true that your -- the

amount of gas you send out to customers is far
greater in the winter than it is in the sumer?

A Yes.

Q And do you agree that prices tend to be
hi gher -- market prices tend to be higher in the
wi nter than they are in the sunmer?

A They tend to be, yes.

Q If M. Herbert's testimony is accurate that
custonmers paid $10 mllion more from Novenmber 2000
t hrough February 2001, then would you agree that
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Peopl es storage did not act as a price hedge during
t hat peri od?
A | believe it acted as a price hedge.
Whet her that was reflected in the gas charge for
t hose months, |I'm not sure.

Q Okay. Well, do you agree that Peoples --
customers bills tend to be higher in the wi nter
mont hs?

A They tend to be, yes.

Q And customers woul d benefit most fromthe

hedge effects of storage during the wi nter nonths?

A No, | wouldn't necessarily agree with that.
Q So you don't agree that when your bills are
hi ghest that you would benefit nmore when -- fromthe

hedge effects of storage?

A Well, there are options for the customers
to |l evelize those bills that the conpany buys those
options to the customers now. So the fact that they
didn't receive that benefit until later in the year,
to me, the inmportant itemis that they eventually
receive that benefit.

lt's -- we have refundabl es and
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recover abl e bal ances that we carry that you can
either owe the customers noney from an over recovery
previously or refund. But those are rolling forward
and in the end we reconcile our total gas price. So
customers do have the option to levelize those bills.

Q Not all customers are on a |levelized
payment plan? Wuld you agree with that?

A They're not all on a plan, no.

Q Do you know what percentage of custoners
went on a |levelized payment plan in 2000, 20017

A | don't know exactly how many

Q Do you think the percentage of custoners
who were on a payment plan in 2000 and 2001 were
smal l er than the percentage of customers who are on
such plans today?

A | don't know.

Q Okay. Thank you.

Could you turn to page 8 of your
rebuttal and at lines 157 through 163 there you cite
a portion of the Comm ssions order in Docket 97-0024;
is that right?

A Yes.
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Q And as | understand that quote -- well

t hat quote was taken -- it's a description of Staff
witness, | believe it's Richard Zuraski. | believe
it's a statement of -- describing his testimny in

that case; is that right?

A That's correct.

Q Do you know if the Comm ssion relied on
Mr. Zuraski's statement in reaching its conclusion in
t hat case?

A | can only assume that they did because it

was in the order.

Q How fam liar are you with Comm ssion
orders?

A | ve read a number of them

Q Do -- having read those, do you -- is it

true that the Comm ssion quite often summarizes the
testimony that's been submtted in the case?

A They do. But in this case | believe they
stated that they were not going to, at that time, put
an obligation on the utilities to hedge and I thought
t hat was consistent with what M. Zuraski's stated.

MR. JOLLY: ' m going to have marked as an
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exhibit -- or would like to have marked as a -- what
will be titled Zack Cross Exhibit 6.

(Wher eupon, Zack Cross

Exhi bit No. 6 was

mar ked for identification

by counsel .)

BY MR. JOLLY:

Q M. Zack, have you seen this docunment?

A Yes.

Q In fact, in your surrebuttal testimony on
page 6, lines 111 through 113 you have a cite from

this docunment, don't you?
A Yes.
Q And what is that document?
A ' m sorry?
Q And what is the document? MWhat i s Zack

Cross Exhibit 67

A NOl managers report from the State of
[l1Tinois, Illinois Commerce Comm ssion.

Q If you could, if you turn to page 44 of
your report. Do you see the block quote towards the

bottom of the page there?
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A Yes.

Q Now, that, according to the report, is a
guestion and answer from Docket 97-0024, the sane
docket that you referred to at page 8 of the rebuttal
testimony; is that right?

A Repeat the question, please.

Q The bl ock quote that appears towards the
bottom of page 44 in the NO report, according to the
report, it's from Docket 97-0024 which is the same
docket that you referred to at page 8 of your
rebuttal testimony; is that right?

A Yes.

Q And is it true, on that bl ocked quote,
there's a question and answer there?

A Yes.

Q And woul d you agree that according to the
NOl report the question reads, Are you opposed to
hedgi ng? And the answer states -- and this is
according to -- again, according to the report. It's
Docket 97-0024, rebuttal testimony of Richard J.

Zur aski, July 20th, 1998, page 3.
In response to the question, Are you
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opposed to hedging? M. Zuraski says, No. In fact,
had the conmpany actually hedged nmore than it did, as
advocated by M. Ross, | probably would not be saying
t hat the conpany was i nprudent for hedging. The only
reason that | add probably to that statement is that
a prudence determ nation would have to | ook at

several of the factors. For instance, the Staff
woul d have to determ ne if the conpany what -- knew
what it was doing and instituted a valid hedging
programin a valid manner. My point is just that

hedging i s not automatically imprudent.

Do you agree with what |I've read
t here?
A Yes.
Q That that's an accurate statenment of -- do

you have any reason to disagree with the quote that's
presented there on page 44?

Do you have any reason -- let ne
wi t hdraw t hat question and restate it.

Do you have any reason to believe that
t he question and answer that's presented here at the

bottom of page 44 is not accurate? It does not
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accurately capture what M. Zuraski's stated in his
testinony in Docket 97-00247

A | don't have any reason to believe that it
does -- does or doesn't, | guess.

Q Okay. Could you turn to page 6 and -- 6
t hrough 7 of your rebuttal testinony.

And beginning at the bottom of page 6
at lines -- at line 119 carrying over to page 7 on
l'ine 147. You reviewed the Comm ssion's orders and
gas utilities cases for the year 2000 and for the
year 2001; is that right?

A Yes.

Q Do you know if any Illinois gas utilities
used hedges during the years 2000, 20017

A lt's my recollection that there was one
company that did and I can't recall which conmpany
that was at this time.

Q | f you turn to page 42 of the NOI report,

let's -- which has been marked as Zack Cross Exhi bit
6. There's a footnote, footnote 20 appearing at the
bottom of the page. Does that help you with your

recollection as to what company that is?
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A Page? What was the page again?

Q Page 42 and there's a footnote at the
bottom of the page. It's footnote 20.
A Yes, it says it was an Ameren.

Q And isn't it true that the footnote states
in part that Scott Gl aeser of Ameren noted that our
strategy is at two-thirds of our winter supply wll
be hedged in some form or another, whether it be by
storage or by fixed price gas or various financial
instruments enbedded in the current gas supply
agreements?

A It does say that and in that they are
considering storage as a hedge

Q Right. But in addition to storage, they
al so use, according to that, various financi al

instruments and fixed price gas contracts; is that

right?

A Yes.

Q Does -- now, Ameren owns nore than one
utility in Illinois; is that right?

A They do today. | don't know how many they

had at that tinme.
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Q | don't think they own the Illinois Power,
but do you know if they own both Citco and Seps
(phonetic) at the time?

A | don't know.

Q Okay. I[f you could turn to pages 44
t hrough 45 of Exhibit 6. There's a paragraph that
begi ns on the bottom of page 44 and carries over to
the top of page 45. And in that paragraph, paragraph
-- and that paragraph describes, Peoples
reconciliation proceeding in |ICC Docket 99-00483. Do
you agree with that statement?

A No, | don't see that. Could --

Q Okay. Again, it starts at the bottom of
page 44 underneath that block quote that we referred
to earlier.

A Where it starts another PG --

Q Ri ght. Correct.

A -- reconciliation?
Okay.
Q If you want to just read that paragraph.

It carries over to the top of page 45?
A Okay. |'ve read the paragraph.
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Q And do you agree that that paragraph
descri bes Peoples Gas' reconciliation docket -- in
reconciliation case in Docket 99-0483?

A Yes.

Q And according to that paragraph Peopl es Gas

used hedges and | assune, | think | said, would be
during fiscal year 19997

A That would be fiscal year '99, yes.

Q Do you know if Peoples Gas used hedges in
fiscal year 19997

A It's my understanding that to a very small

degree they did.

Q Do you know to what degree that was?

A No.

Q Did -- before using those hedges, did
the -- did Peoples Gas seek Comm ssion approval ?

A | don't know.

Q You don't know, okay.
|f you could turn to your rebuttal at
page 12, lines 256 through 259.
Are you there?

A Yes.
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Q In there you di scussed uncollectibles; is
that right?

A Yes.

Q s it correct that in Peoples base rates
there's a provision for uncollectibles?

A Yes.

Q And do you know how much that amount is?

A | believe it is about 183 mlIlion 22, 23

mllion, within a couple mllion of that.

Q Was Peoples | ast rate case, Docket 95-0032?

A | believe so.
MR. JOLLY: Okay. If I may approach the
wi t ness?

BY MR. JOLLY:

Q |*'m going to show you what is the fina
order, Comm ssions's final order in Docket 95-0032
which is the Peoples Gas Light and Coke Conpany,
proposed general increase in rates for gas service.

And in the Appendi x B, Schedule 1 to

that order | think it sets forth the amunt of
uncol |l ecti bl es. If you want to take a | ook at that.
A | see it.
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Q Okay. And what is the nunber according to

that ?
A In the proform or proposed colum for
uncol  ecti bl e accounts it has 26.6 mllion.
Q Okay. Thank you.
Woul d you agree that in sonme years
after this order, Peoples Gas has collected -- has

incurred | ower amounts of uncollectibles than $26.6
mllion?

A | don't know.

Q You don't know.

A | think there was a data request that --
wel | .

Q What's that you sai d?

A | found it.

Q Okay. And it's the response to City Data

Request 1.122; is that right?

A That's correct.
Q And it shows that uncollectible anounts
from 1995 t hrough 200- -- well, through 2001

fluctuated; is that correct?

A That's correct.
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Q And than in 2002, 2003 the uncollectible
amounts increased by a significant amount?

A That's correct.

Q Okay. But uncollectible amunts were as
| ow as 16.85 -- $16,859,535 in the year 20007

A That's right.

Q Okay. One ot her series of questions.

|f you could turn to page 12, |ines

256 through 259 of your additional rebuttal

testimony. And that -- your testinony beginning at
page -- beginning on the previous page at the end of
-- bottom of page 11 and carrying over. You're

responding to Ms. Decker's and Ms. Hathorn's

recommendati on that Peoples Gas be required to refund

money that -- refund earnings made by Innovate during
the reconciliation year; is that right?

A Yes.

Q Did Innovate use Peoples Gas' assets during

the reconciliation year?

A | wasn't in the area at the time so I'm
probably not best to answer that. My testinony is
primarily pointing to the fact that they were trying
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to -- there was a proposal to take the profits of
anot her entity and disallow those costs. And | was
maki ng the point that a nunmber of marketers we -- we
expect themto be in business to make noney and that
ot her marketers would use our assets in their

busi ness.

Q Wth respect to that | ast point, do you
think it makes any difference if the marketer using
Peopl es Gas' systemisn't affiliated with Peoples
Gas?

A | think -- 1'd have to |l eave that to | ega
interpretation.

MR. JOLLY: | have nothing further. Thank you.

And | would like to nove into evidence
City Cross Exhibits 4, 5, 6.

MS. SODERNA: Zack Cross Exhibits.

MR. JOLLY: Sorry, Zack Cross Exhibits 4, 5,
and 6.

JUDGE SAI NSOT: Any objections?

MS. KLYASHEFF: No.

MS. SODERNA: l"m sorry, your Honor, | forgot.
I"d like to request perm ssion to enter Zack Cross
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Exhibits 1, 2, and 3 into evidence.

JUDGE SAI NSOT: Any obj ection?

MS. KLYASHEFF: No, but can we go off the
record for one m nute?

JUDGE SAI NSOT: Sur e.

(Wher eupon, a discussion

was had off the record.)

JUDGE SAI NSOT: Okay. Just for the record, I'm
going to formally grant Ms. Soderna's and Mr. Jolly's
moti on and go over what exactly |I am admtting so
t hat anyone who wants to know.

Okay. City CUB Exhibit 1 of -- let ne
start at the beginning. | amgranting Mr. Jolly's
motion to admt Zack Cross 4, 5, and 6, and those are
a -- Response to a Staff Data Request NG2.014, and
Zack Response to CUB Data Request 21.001, and 6 is
the NO manager's report dated April 17th, 2001.
Okay. That's M. Jolly.

Zack Exhibit 1 is an e-mail that
starts off with a bogus account on the top of the
page. Zack Exhibit 2 is another e-mail that the
sender is the gentleman named Harrington, Robert
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Harrington. Zack Exhibit No. 3 is a gas loss work --
work claim
(Wher eupon, Zack Cross
Exhi bit Nos. 1 through 6
were admtted into evidence.)
JUDGE SAI NSOT: Okay. Who's going next? You
are? Okay.

CROSS- EXAM NATI ON

BY
MR. BRADY:
Q Good afternoon, Zack -- Tom | "' m Sean
Br ady.
A Good afternoon.
Q | have in front of nme your rebuttal

testi mony which is Exhibit G and as | understand, you
have corrected that as far as your title is now
director of gas and |ight services; is that correct?

A That's correct.

Q Okay. Are your responsibilities stil
directing activities of gas supply planning, gas
supply adm nistration, gas control and gas storage
departments from both respondent and North Shore Gas

735



10

11

12

13

14

15

16

17

18

19

20

21

22

Conpany?

A No, they change a little bit. The -- with
t he reorgani zation the gas |ight planning and gas
adm ni stration departments were merged and they do
report to me still. Gas control and gas storage no

| onger report to me and then HUB services reports to

me.
Q Al'l right. Thank you.
Woul d you -- you had descri bed earlier
with Ms. Soderna -- |I'msorry, Ms. -- do you recal

that? You were describing what HUB services was?
A Yes.
Q Do you know whi ch department, at the tine
of the reconciliation period, kept track of the

inventory |levels used for HUB services?

A | believe it was gas supply adm nistration.
But, again, | wasn't there so | can't say for
certain.

Q Let me ask -- did you say gas supply

services --
A If I can --
Q -- adm nistration?
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A | meant gas |ight adm nistration.

Q Okay. Whi ch is under your direction
currently; correct?

A Yes.

Q Does the current gas supply adm nistration

keep track of inventory |levels in MANLOVE?

A Yes, along with the HUB services area.
Q Okay. And is there any reason to believe
t hat that may have -- that function may have changed

since 20017

A It may have. There was a number of changes
at the conpany.

Q Do you know how gas supply adm nistration
keeps track of the volume of gas that HUB services
was using during the reconciliation period?

A | don't know how they were keeping track of
it, no.

Q Has the method in which gas supply
adm ni stration has been keeping track of the
inventory | evels changed since you' ve been in your
position as director of gas supply?

MS. KLYASHEFF: Obj ecti on. Rel evance of
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somet hing that happened after the reconciliation
peri od.

JUDGE SAI NSOT: \What's the relevance?

MR. BRADY: l'mtrying to understand how
Peopl es Gas - the gas supply tracked -- the gas
supply department or division tracked the gas supply.

It's my understanding that M. Zack
has replaced M. Delara (phonetic) who was the gas
supply director at the time of the reconciliation
peri od. It is also my understanding there's -- that
M. Delara is no |onger submtting testimny in this
case. And so | thought M. Zack would be the one who
m ght have that information as far as how gas supply
kept track of inventory levels for that period.

JUDGE SAI NSOT: And he's saying he doesn't
know. | mean, is that -- am | wrong, Counsel, that
that's what he just said before the answer?

MS. KLYASHEFF: No, the way he said it was
bef ore he was in the department and he doesn't know.

JUDGE SAI NSOT: Yeah. Yeah. | just don't see
how you can get it out of that wi tness.

MR. BRADY: All right. Then I'1l nmove on.
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JUDGE SAI NSOT: Okay.
BY MR. BRADY:

Q M. Zack, if you could turn to Exhibit G
page 17. At the bottom of the paragraph on the
bottom of page 17 starting with, at |least in nmy
documents, starting with |Iine nunber 364. You were
tal ki ng about the analysis of Mr. Effron and
M. Rearden.

Do you see that in your testimony?

A Yes.

Q And then in the third sentence in the
par agraph it says, Such relatively small proposed
adjustments in the context of a conplex contract
represents a difference of opinion about the cost and
benefits of a contract in the states -- staffs and

the AG s striked conclusions that the GPAA is clearly

i mprudent. Do you see that?
A | see that.
Q What criteria were you using when you made

this statement that this represents more than a
difference of opinion or that it represents a
difference of opinion?
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A The context of that statenment has to do
with there was a | ot of detailed analysis purported
to be done by Staff to get to a disall owance amount
t hat amounted to in the area of 1 -- 1 to 2 percent
that they stated that the contract amount was
i mprudent by.

G ven the context that in the 2000
case another witness for Staff, who performed, again,
according to the order, a full review and used the
correct standard for prudence and he had a difference
of opinion, thought their gas costs were prudent and
he must've | ooked at this contract, because it was 75
percent of our gas cost that year. Given that
context that that's a difference of opinion and that
given what we knew at the time this contract -- that
is, scenarios that M. Gaves will test- -- has
testified to in three of the four Sera cases
(phonetic), it showed that the contract was prudent.

To then use such a sharp pencil to say
that you were 1 or 2 percent away fromit being
prudent, does not seem reasonable. It, to me, falls
under -- it shows that there are differences of
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opi nion even within Staff and by -- when we used the
information that was available at the tine.

Q To your know edge, is there a -- has the
| CC actually set a standard defining difference of
opi nion?

A Not to nmy know edge.

Q Do you believe that the |1 CC should have a
standard that defines what a difference of opinion is
for PGA cases?

A | don't know that | have an opinion about
t hat .

Q Do you see in the same page, M. Zack,
lines 360 to 3637?

A Yes.

Q An example of -- if a consumer bought a one
dollar item at one store, a simlar itemfor 99 cents
on the street, the purchase of a one dollar item
woul d be considered imprudent; do you see that?

A | see that.

Q Do you recall your logic that you had used
in developing that opinion at this tinme?

A Again, it was just a relative conparison
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that they were saying it was a -- within a couple of
percent of being -- 1 or 2 percent of being prudent.

Q Let me ask you a hypothetical to try and
under st and what you are saying here.

What if a consunmer were to buy a car
and one dealer's list price was $50, 000 and across
the street another dealer, who had the same car, was
selling it for 1 percent |ess, $49, 500.

Woul d it be prudent for the consuner
to wal k across the street to purchase that car?

A It wouldn't be inprudent for himnot to, I
woul d believe.

Q But that wasn't my question. My question
was, is it imprudent for the consumer to wal k across
the street to purchase a car that was $500 or 1
percent | ess expensive?

A | guess in my view either option would be
prudent .

Q And why woul d either option be prudent?

A Because to that consumer it -- there may be
ot her variables involved that that consumer may
have -- be considering.
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MR. BRADY: Staff has no further questions,
your Honor .
JUDGE SAI NSOT: Anyone el se?
| have a few questions.
EXAM NATI ON
BY
JUDGE SAI NSOT:
Q M. Zack, |'m ]l ooking at Respondent's
Exhi bit G, which is your rebuttal testinmony, on page
18, and you're talking through several pages or at
| east nore than two, about M. Lounsberry's
testi mony.
And, you know, just for the record
Mr. Lounsberry has -- his pretrial testinmny concerns
what went on in the previous reconciliation.
Were you involved in that previous
reconciliation?
A No, | wasn't.
Q So you have no personal know edge of the
banter between Staff and Peoples' wi tnesses?
A No, not of that. No.
Q Or any discussions either?
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A No.

Q So just -- and for the record, how do you
know whet her Staff moved for an extension of time in
t hat case?

A That's from what |'ve been told, from
wi thin the conpany.

Q So sonmeone told you that Staff -- you have
no personal know edge?

A Of that, no.

Q And this sentence here, Wiile the
Comm ssion and the Adm nistrative Law Judge directed
that the case be handl ed expeditiously, you don't
have any personal know edge about that either?

A No.

Q Do you know who the adm nistrative | aw
judges were who handled this case?

A No.

Q Okay. You've testified about the Enron
contract. \What -- did you have any role in
negoti ating that contract?

A No, | did not.

Q Okay. | just have one nore question, if
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you know.

What conpani es

did Peopl es Gas Light

and Coke Company buy their -- buy its bypass punp?

A

coul dn't

Q

tell

| believe it was numerous conpani es but

you who they were.

Coul d you tell me who the heavy hitters

wer e, who they bought nost of

A

for 2001.

2001.

| can't say that |

their gas fron?

saw a review of anything

|'ve seen them for 2003 and 4, but not

JUDGE SAI NSOT: Okay.

Any redirect?

MS. KLYASHEFF: | just

Q
Exhi bi t
A

Q

A

Q

3,

REDI RECT EXAM NATI

BY

MS. KLYASHEFF:

Thank you.

have a few questi ons.

ON

M. Zack, could you reference Zack Cross

which Ms. Soderna

|*ve got it.

i ntroduced.

Did you author this document?

No.

Do you know when it

was aut hor ed?
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A No.
Q Coul d you please take a | ook at Zack Cross
Exhi bits 4 and 5.

Do you recall Ms. Soderna asking you
if the HUB services may have had an effect on
unaccounted for gas?

A Yes.

Q Do t hese exhibits show unaccounted for, for
the years 1998 t hrough 20047

A Yes.

Q Di d Peoples Gas have a HUB during those

years?
A Yes.
Q Di d Peopl es Gas have a contract with Enron

North America during fiscal 2000 and fiscal 20017
A Yes.
Q Did it have that same contract with
Occi dental Energy Marketing during fiscal 2002
t hrough 20047
A Yes.
Q In response to some questions from

M. Jolly you tal ked about custonmers having the
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ability to levelize bills.
Coul d you explain what you mean by
t hat .

A There is a budget payment plan that
forecasts what a customer would use over a yearly
period and tries to come up with a monthly payment
number, that's levelized

Q And, finally, Zack Cross Exhibit 6. You
answered some questions regarding footnote 20 on page
42.

Coul d you please read the sentence
i mmedi ately preceding the footnote reference.

JUDGE SAINSOT: This is page 20, Ms. Klyasheff?

MS. KLYASHEFF: Page 42 which includes footnote
20.

THE W TNESS: It reads, While some Illinois
utilities have used such measures for relatively
limted portions of their expected wi nter demand
| evel s, generally speaking utilities have not been
hedgi ng to nmore substantial degrees.

MS. KLYASHEFF: | have nothing further.

JUDGE SAI NSOT: Any recross?
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Okay. M. Jolly.

RECROSS- EXAM NATI ON

BY
MR. JOLLY:
Q Just sticking with that footnote 20. Is it

true that the first statement in the footnote, is one
apparent exception to this rule, is Ameren?

A It does state that.

Q And by that sentence, do you interpret that
to mean that Ameren, in fact, did use hedging to nmore
substanti al degrees?

A | would interpret it that way.

Q Are you famliar with M. Graves' testinony
in this case? M. Graves' testinmny?

A Oh, vyes.

Q And is it true that he testified that he
believes it would be prudent for a utility to have
t he Conmm ssion preapprove it before it hedges?

A He has -- he did testify that it would be
prudent to get guidelines fromthe Comm ssion to
hedge.

Q Do you know if Ameren received Conm ssion
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gui del i nes before they hedged?
A No, | don't.
MR. JOLLY: Okay. | have nothing further.
JUDGE SAI NSOT: Okay. You're excused,
M. Zack.
THE W TNESS: Thank you.
(Wtness excused.)
JUDGE SAINSOT: We're going to take a ten
m nut e break.
(Wher eupon, a recess was taken.)
JUDGE SAI NSOT: You can proceed, Ms. Klyasheff.
MS. KLYASHEFF: The conmpany calls Valerie
Gr ace.
(W tness sworn.)
JUDGE SAI NSOT: Okay.
VALERI E GRACE,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:
DI RECT EXAM NATI ON
BY

MS. KLYASHEFF:

Q Pl ease state your name and business address
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for the record.

A Valerie H. Grace, 130 East Randol ph Drive,
Chicago, Illinois 60601.

Q You have a document before you entitled
Direct Testimony of Valerie H Grace that has been
mar ked for identification as Respondent's Exhibit A
A second docunment entitled Additional Direct
Testinony of Valerie H. Grace marked for
identification as Respondent's Exhibit D. A third
docunment entitled Rebuttal Testimny of Valerie H.
Grace marked for identification as Respondent's
Exhibit J, and a fourth document entitled Surrebuttal
Testinony of Valerie H. Grace marked for
identification as Respondent's Exhibit Q.

Are there any changes that you wish to
make to any of these documents?

A No.

Q Do these documents include the testinony
that you wish to give in this proceeding?

A Yes, they do.

Q If I were to ask you the questions included
in each of these docunents, would your answers be the

750



10

11

12

13

14

15

16

17

18

19

20

21

22

same as included in those docunments?

A Yes, they woul d.

Q Do you adopt these documents as your sworn
testimony in this proceedi ng?

A Yes, | do.

Q | now show you a document that was marked
for identification as Exhibit 1, a second document
that was identified as Exhibit 16 and a third
document identified as Exhibit 17.

Were these exhibits prepared by you or
under your supervision and direction?

A Yes, they were.

Q Were these the documents to which you refer
by reference to these exhibits numbers in your
testi nony?

A Yes, they are.

JUDGE SAI NSOT: Ms. Klyasheff, could you give
me the number to those exhibits again.

MS. KLYASHEFF: Exhibit 1, which was included
with Ms. Grace's direct testinmony; and Exhibit 16 and
17 which were referenced in her additional -- |I'm
sorry, in her rebuttal testinmony.
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JUDGE SAI NSOT: Thank you.
MS. KLYASHEFF: Subj ect to your
cross-exam nation, | move for adm ssion of
Respondent's Exhibits A, D, J and Q and Exhibits 1,
16 and 17 and the witness is avail able for
Cross-exam nati on.
JUDGE SAI NSOT: Any obj ection?
MR. POWELL.: No, your Honor .
MR. BRADY: None from Staff.
JUDGE SAI NSOT: Okay. That being the case,
your motion is granted and Respondent's Exhibit A, D,
J and Q, as well as Respondent's Exhibits 1 and 16
and 17 are admtted into evidence.
(Wher eupon, Respondent's
Exhibits A, D, J and Q
were admtted into evidence.)
(Wher eupon, Respondent's
Exhi bit Nos. 1, 16 and 17
were admtted into evidence.)
JUDGE SAI NSOT: And for the record, Exhibit A
is Direct Testimony of Valerie Grace; Exhibit Dis
the Additional Direct Testinmony of Valerie Grace;
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Exhibit J is Rebuttal Testimony of Valerie Grace;
Exhibit Qis the Surrebuttal Testimny of Valerie
Grace, and Exhibits 1, 16 and 17 are attachnments to
Exhibits -- to Exhibit A and Exhibit J.

Okay. Thank you.

Anything further, M. Klyasheff?

MS. KLYASHEFF: No. Thank you.

JUDGE SAI NSOT: Any cross-exam nation?

MR. POWELL: Yes, your Honor, on behalf of the
City.

JUDGE SAI NSOT: Okay. Proceed.

CROSS- EXAM NATI ON
BY
MR. POWELL:

Q Good afternoon, Ms. Grace.

A Good afternoon.

Q My name is Mark Powell and |I'm an attorney
representing the City of Chicago in this matter. And
I"d like to start by asking you some questions about
t he wei ghted average cost of gas.

A Yes.

Q I n that connection | have an exhibit I'd
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i ke to show you that has been marked as Grace Cross
Exhi bit 1.

Do you have Grace Cross Exhibit 1 in
front of you?

A Yes, | do.

O

Do you recognize it?

Yes.

What is it?

It's a response to City data request 1.074.

And how do you recognize it?

> O » O

It was a data request that was submtted
guite some tinme ago. So | have vague recollection of

it.

Q Did you prepare the response?
A Yes, quite some time ago.
MR. POWELL: Your Honor, I'd like to nmove for

the adm ssion of Grace Cross Exhibit 1 into evidence.
JUDGE SAI NSOT: Any objection?
MS. KLYASHEFF: No.
JUDGE SAI NSOT: Okay. That being the case,
your nmotion is granted, Counsel. And Grace Cross
Exhibit 1, which is response to a data request
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| abeled as Cty 1.074 is admtted into evidence.

(Wher eupon, Grace Cross
Exhi bit No. 1 was
adm tted into evidence.)

JUDGE SAI NSOT: You can proceed.
BY MR. POWELL:

Q |'d like to turn your attention to the
first -- or it's the second page of the exhibit.
It's the first page, page of the attachment I abel ed
Response To Data Request: CTY 1.074.

Do you see that?

A Yes.
Q In that first page of the attachment to
Peopl es Gas response illustrates how t he wei ghted

average cost of gas or weighted COG is calculated; is
that correct?

A Yes.

Q And wei ghted COG is included in the gas
charge used in conputing month and bills; is that
correct?

A There's a formula. The company's schedul e
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of rates, rider two, that describes how costs are
conmputed for inclusion of the conpanies billed.

This is simlar to that. I'd have to
do a side by side conparison to tell you if it's
i dentical.

Q Does the weighted COG, is it a factor used
in computing nonthly gas bills and rate

A It depends on how you're defining this
wei ghted COG. There's a -- Comm ssion rules, part
525 outlines how gas costs are determ ned for
customers for inclusion in their nonthly bills.
That's reflected in our tariff.

Looking at this it appears to include
all of those elenents. But, again, absent the side
by side conparison, |I can't tell you that.

Q Okay. As shown on this first page of the
attachment, one of the conponents of the wei ghted COG
is purchases of gas; is that correct?

A Yes.

Q What does that term purchases include?

A It includes purchases of all sources of gas
supply including purchases on the index contracts.
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Q So it would include, for exanple, gas
purchased during the reconciliation period from Enron

under the --

A Ri ght .

Q -- gas purchasing agency agreenent;
correct ?

A And it also includes purchases -- purchase

on the stock market as well.

Q Okay.
A So all purchases.
Q For purposes of calculating the weighted

COG for a given nonth, how do you determ ne the cost
of a particular purchase?

A Are you tal king about how it's determ ned
for billing to customers and the gas charge or are
you tal king about for purposes of this data response?

Q For purposes of this data response.

A For purpose of this data response, a
wei ght ed average gas cost includes purchases,
liability for redelivery of customer owned gas, gas
wi t hdrawn and injected into storage, penalty
i mbal ance charge revenues, cash-out revenues,
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cash-out costs and those dollars are divided by a
total of your retail sales and sales does provide it
to your transportation customers that's conpany
owned.

Q What |'m wondering is how -- what costs for
purchases -- under the category of purchases in this
first page of the attachment, what cost is used in
this weighted COG calculation? |Is it a straight
pass-through if you pay X dollars?

A If this is consistent with our gas charge
Our gas charge is a pass-through to customers with no
profit.

Q That's as to purchases; correct?

A Pur chases.

Q Okay. So if gas were purchased from Enron
under the GPAA the cost for wei ghted COG cal cul ati ons
t hat woul d be used for purchases would be whatever
Peopl es Gas paid Enron under the GPAA; correct?

A Cust omers pay what -- what we pay with no
mar kup for profit.

Q Okay. Anot her conmponent of the weighted
COG is gas withdrawn from storage; isn't that

758



10

11

12

13

14

15

16

17

18

19

20

21

22

correct?

A Yes.

Q And how i s that anount determ ned?

A The gas is priced at the LIFO rate.

Q And how is the LIFOrate determ ned for a

gi ven nont h?

A You | ook at your purchases for an entire
year so that includes purchases nade for every nonth
during the reconciliation year. I't includes
purchases in the winter that reflect higher w nter
price and purchases that are made during the sunmmer
that reflects | ower summer prices.

Q So if | understand this correctly, a
Sept ember LI FO cal cul ati on would use only actual gas
costs and volumes; is that correct?

A That's correct.

Q Wher eas an October LIFO cal cul ation you use
only four gas costs and volunmes; is that correct?

A That's correct.

Q So you testified that the cost of gas
wi t hdrawn from storage to serve rate payers is priced
at the current months LIFO price?
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A What testimony are you indicating? Can you

give nme a page?

Q ' m sorry. | mean, in your testimony here
t oday.

A Yes.

Q s LI FO account the use of price the cost

of gas withdrawn to serve any other customers?

A Only our retail sales custonmers and those
customers that purchase company owned gas, our
transportation customers.

Q l'd like to show you anot her exhibit that
has been marked as Grace Cross Exhibit 2.

JUDGE SAI NSOT: A copy for me?

Thank you.
BY MR. POWELL:
Q Ms. Grace, do you recog- -- or do you have

Grace Cross Exhibit 2 in front of you?

A Yes, | do.

Q Do you recognize it?

A Yes, | do.

Q What is it?

A It's Response To a Data Request fromthe
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City, No. 1.114

Q Did you prepare the response?

A It was prepared under ny direction.

MR. POWELL: Your Honor, at this tine, |I'd nove
for the -- 1'"d like to move for the introduction of
Cross Grace -- excuse me, Cross Exhibit 2 into
evi dence.

JUDGE SAI NSOT: Any objection?

MS. KLYASHEFF: No.

JUDGE SAI NSOT: Okay. That being the case,
Counsel, Grace Cross Exhibit 2, which is a response
to City data request No. 1.114 is admtted into
evi dence.

(Wher eupon, Grace Cross

Exhi bit No. 2 was

adm tted into evidence.)
BY MR. POWELL:

Q |'d like to refer you to the second page of
the attached response which is a worksheet, and on
t hat page there is a colum marked LIFO to the far
right; do you see that?

A Yes, I'mon the right page now.
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Q Okay. Are the amounts listed in that
colum marked LIFO, the LIFO prices that were in
effect for each nonth, fiscal year 20017

A Yes, those are the LIFO prices that were
estimated for each year of fiscal 2001.

Q |'d now like to ask you to turn back to the
first page of the attachnment. The farthest colum to
the left on that page is marked withdrawals; is that
correct?

A Yes.

Q And that colum includes estimted vol umes
of gas withdrawn from storage for each nonth of
fiscal year 2001; correct?

A Yes.

Q The next column to the right shows the LIFO
price applied to the withdrawal volumes for each
month; is that correct?

A That's correct.

Q And the next colum to the right of that is

the total cost of each months withdrawal; is that
correct ?
A That's correct.
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Q And the amounts in the third colum, the
cost colum, the farthest colum to the right in that
set of three, the anmounts there determ ned by
mul ti plying the correspondi ng amounts |listed in the
two colums to the left of that colum; is that
correct ?

A That's correct.

Q Woul d you agree then that the greater the
amounts in the first two colums, the greater the
cost amount listed in the third colum?

A That's multiplication, yes.

Q Woul d you al so agree, subject to check,
that more than 98 percent of storage withdrawals for
fiscal year 2001 occurred between Novenmber 2000 and
March 20017

A | can't agree to that. |'m not sure.
don't know where that nunmber comes from

Q Woul d you agree that the vast majority,
according to this chart, of withdrawals in fiscal
year 2001, occur between Novenmber 2000 and March
20017

A Yes.
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Q And that period is comonly referred to as
the heating season; is that correct?

A Generally, yes

Q According to this exhibit, Grace Cross
Exhi bit No. 2, LIFO prices reached the highest
| evel -- highest fiscal year 2001 |evels in January
of 2001; is that correct?

A That's correct.

Q And the next highest |evel for fiscal year

2001 is the February 2001 LIFO price --

A It appears --
Q -- 1Is that correct?
A No, that's not correct.

Q Oh, excuse me. The March 2001 is the next
hi ghest LIFO price?

A Yes, that's correct.

Q And after that, the next highest price --
LI FO price for fiscal year 2001 is the February 2001
price; correct?

A That's correct.

Q |'d like to ask you to turn to page 3,

lines 43 to 46 of your surrebuttal testinony.
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A Coul d you repeat the page.

Q Page 3, the beginning of |line 43,
surrebuttal testimony.

Do you see where you testify that only

injections and withdrawal s accounted for as retail
sal es customers gas are included in the determ nation
of the LIFO price?

A Yes.

Q Do you --

JUDGE SAIl NSOT: Counsel, where is this?

MR. POWELL: This is -- your Honor, it's page 3
of Ms. Grace's surrebuttal testimony. It's beginning
at line 43.

JUDGE SAI NSOT:  Okay.
BY MR. POWELL:

Q Do you keep track of withdrawals for HUB
customers?

A HUB customers are not retail sales
custoners so the answer is no.

Q How do you know -- if that's the case, how
do you know t he ampunt of gas that is injected and

wi thdrawn for retail customers?
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A Because we know what supply we buy for our
retail sales customers to supply their needs so there
are separate accounting for gas just purchased for
your retail sales customers versus those that are not
retail sales custoners.

Q So you do track withdrawals from storage to
serve rate payers; correct?

A Yes.

Q But you do not track withdrawals from
storage to serve HUB customers; is that correct?

A Again, ny testinmony centers on the gas
charge, was this just charge that's paid by retail
sal es customers. |t does not include any accounting
for any sales nmade to HUB customers.

Q So, in other words, when gas is withdrawn
from Enron -- customer there's no cost assigned to
that gas that's entered on the books?

A It may be entered on the books for those
custonmers but not the retail sales customers that are
the subject of this proceeding.

Q Is there a separate set of books?

A |*"m not famliar with their accounting or
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HUB customers at all.

Q Al'l right. |'"d like to take you back to
the exhibits for a m nute and by that | mean Grace
Cross Exhibit 1 and Grace Cross Exhibit 2.

Turning to Grace Cross Exhibit 1. The
second page of the attached response to the -- to
City data request 1.074. I ncludes a cost for gas
wi t hdrawn from storage; is that correct?

A Yes, it does.

Q And that amount is 140,609 -- excuse ne,
140, 699, 157.54; is that correct?

A Yes.

Q And turning now to Grace Cross Exhibit 2 on
the first page of the attached response

A Mm hnm.

Q For Decenmber 2000 there is a cost figure in
the third colum fromthe right --

A MM hmm.

Q -- correct?
A Yes.
Q And that figure is 71,000 -- excuse nme,

$71,766,922;: is that correct?
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A That's correct.

Q Why is it that that amount is not the same
as the amount |isted for December 2000 as gas
wi t hdrawn from storage in Grace Cross Exhibit 1?

A Can | refer to an actual gas charge?
Probably sometinmes there's timng issues.

Q Of course.

A | believe, | ooking at these two -- just
| ooki ng at the magnitude of cost, | think part of it
m ght be that one is, at |east Cross Exhibit 2, is
| abel ed Commodity Cost of Gas.

" m not sure. | need to read the
response to Cross Exhibit 2 to see if this is only
commodity cost or if this reflects compodity and
non- commodi ty.

And the request states the weighted
average cost of gas delivered to regulated customers,
that's provided in company's data request item 1.070.

So give me a noment.

Just | ooking at this, subject to
check, | think that Cross Exhibit 1 may be based on
an actual . I"mnot -- 1'd have to check it. It may
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be based on an actual

Looki ng at Cross Exhibit 2,

we use

estimated activity to calculate the LIFO price. So

think one is an actual and one is an estimte but,
again, it's subject to check.

| think we're conparing apples to
oranges here. | don't think it's a direct

conmpari son.

you.

Q Okay. [

s it

ust have one final question for

among your job responsibilities

to track gas costs for wi thdrawals for HUB customers?

about

A No.

MR. POWELL: That's all | have. Thank you.

JUDGE SAIl NSOT

Anyone el se?

Any redirect?

MS. KLYASHEFF:

REDI RECT

BY

A coupl e of questions.

EXAM NATI ON

MS. KLYASHEFF

Q Ms. Grace,

LI FO.

you answered sever al

gquestions
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A Yes.

Q How to derive that rate. And in some
answers you were referring to forecast or estinmated
costs.

How do actual costs work their way
into the LIFO rate?

A When actual costs are booked, they're
trued-up for the difference between actuals and your
forecaster costs. So every nonth there's a true-up
of gas costs.

Q And when do you have the actual costs for
the entire reconciliation year?

A The actual costs of an entire
reconciliation year is available after Septenber
cl oses.

Q You were asked some questions about storage
wi t hdrawal s and HUB wit hdrawal s. During the
reconciliation year what departnment were you in?

A | nmoved around a |lot so give me a mnute to
t hi nk.

| believe in the reconciliation year |
was in the rates departnment.
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Q For purposes of gas charge cal culation, is
it your departnment that's responsible for tracking
storage activity or is that nunber provided to you by
anot her area?

A St orage nunbers are provided to us by
anot her area.

MS. KLYASHEFF: Thank you.

JUDGE SAI NSOT: | just have one m nor question.

EXAM NATI ON
BY
JUDGE SAI NSOT:

Q Ms. Grace, could you explain what a true-up
is for the record?

A Yes. You make a LIFO cal cul ati on based on
your estimated costs, say, for October through
Septenber. \When your October gas costs are booked,
you would also -- you do the second LIFO cal cul ati on
that reflects October as an actual and Novenber
t hrough Septenmber as an esti mate.

You take the difference between that
LI FO cal cul ati on and the previous cal cul ati on and
that difference is applied to storage so storage is
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al ways trued-up for the actual cost of gas on a
mont hly basis.
JUDGE SAI NSOT: Okay. Thank you.
Anyt hing further for Ms. Grace?
MS. KLYASHEFF: No nore redirect.
JUDGE SAI NSOT: Okay. You can step down.
Thank you, Ms. Grace.

(Wtness excused)

JUDGE SAI NSOT: Okay. Can we go off the record

for just a second.
(Wher eupon, a discussion
was had off the record.)
MS. SODERNA: |'d like to call Brian Ross.
(W tness sworn.)
BRI AN ROSS,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:
DI RECT EXAM NATI ON
BY

MS. SODERNA:

Q Pl ease state your name and business address

for the record.
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A My name is Brian Ross. M business address
is 2634 Vincent Avenue North, M nneapolis, M nnesota.

Q And did you prepare written testinmony for
this proceedi ng?

A | did.

Q Do you have before you what has been marked
as CUB Exhibit 1 for identification which is the
direct testinmony of Brian Ross?

A Yes, | do.

Q Does this docunment consist of 21 pages of
guestions and answers?

A Yes, it does.

Q Did you prepare this document for this
proceedi ng?

A | did.

Q s it your understanding that this document
was filed by CUB on e-docket on August 7th, 20037

A Yes.

Q Do you have any changes or corrections to
your direct testinmny?

A There is one change on page 17. There is a
tabl e that has total wages, total wi nter purchases
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scenario. The third colum, the correct title should
be, Total Purchases; not firm purchases.

MS. SODERNA: That correction has -- was not --
has not yet been made on the version you have, Judge.

JUDGE SAI NSOT: | just put it on there unless
somebody has an objection.

MS. SODERNA: Great.

BY MS. SODERNA:

Q And if | ask you the questions set forth in
your direct testimony today, would your answers be
the same?

A Yes, they woul d.

Q And attached to CUB Exhibit 1 is CUB
Exhibit 1.1 which is your resume; is that correct?

A Yes.

Q Do you al so have before you what has been
mar ked as CUB Exhibit 3 for identification?

A Yes.

Q And t hat docunent is entitled Rebuttal
Testinony of Brian Ross?

A Yes.

Q And this docunment consists of 40 pages of
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gquestions and answers; is that correct?

A That's correct.

Q Did you prepare this document for this
proceedi ng?

A | did.

Q And is it your understanding that this
document was filed by CUB on e-docket on February

18t h, 20057

A Yes.

Q Do you have any changes or corrections to
your direct -- to your rebuttal testimony?

A | do not

Q And if | were to ask you the questions set

forth in your rebuttal testinony today, would your
answers be the same?

A Yes, they woul d.

Q And are there any attachments to your
rebuttal testimony?

A Yes, there's a couple of attachments, two
attachments --

Q Ri ght.

A -- | believe.
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Q And do those consist of data responses from
the company?

A Yes.

MS. SODERNA: All right. | would Iike to move
for adm ssion of CUB Exhibits 1, 1.1 and CUB Exhi bit
3 and 3.1 and 3.2, each attachment respectively
subj ect to cross-exam nation.

JUDGE SAI NSOT: Okay. You're calling
attachments 1 and 2, 3.1 and 3. 2?

MS. SODERNA: Right. Sorry, | -- they weren't
| abel ed that way on the version that | gave you, but
right.

JUDGE SAI NSOT: Okay.

MS. SODERNA: So | did have themin front of

JUDGE SAI NSOT: Okay. That's all right. I
just want to make sure that we're tal king about the
same docunents.

| s there any objection?

MS. KLYASHEFF: No.

JUDGE SAI NSOT: Okay.

MS. SODERNA: | tender M. Ross for
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Cross-exam nati on.
JUDGE SAI NSOT: Okay. I"m just going to

formally grant your nmotion and note for the record

that CUB Exhibit 1.0 and 3.0 which are the direct and

rebuttal testinony of Brian Ross are admtted into

evi dence. CUB Exhibit 1.1 which is Mr. Ross' CV is

also admtted into evidence. And, finally, CUB

Exhibit 3.1 and 3.2 which are data request responses

proffered by M. Graves and M. War, respectively,
are admtted into evidence.
(VWher eupon, CUB Exhi bit
Nos. 1.0, 3.0, 1.1, 3.1 and 3.2
were admtted into evidence.)
JUDGE SAI NSOT: Okay. You're tendering for
Cross-exam nati on?
MS. SODERNA: Yes. Thank you.
JUDGE SAI NSOT: Okay. Any cross-exam nation?
MS. KLYASHEFF: The conpany has a few
guesti ons.

JUDGE SAI NSOT: Okay. Proceed.
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CROSS- EXAM NATI ON
BY
MS. KLYASHEFF:

Q Good afternoon, M. Ross.

A Good afternoon.

Q My name is Mary Klyasheff and |I'm
representing Peoples Gas and | have a coupl e of
guestions directed to your direct testinmony.

In particular, on page 3 of your
direct testinmony you discussed and quoted from a New
York Public Service Conm ssion Decision. Was this a
deci sion that was issued follow ng the wi nter of
1996, 19977

A Yes, it was.

Q And am | correct that the New York Public
Service Comm ssion required most gas utilities to
both file fixed price service tariffs and to

explicitly address price risks in their gas supply

cl ai m?
A Sub- -- yes, as part of this order. Yes.
Q Do you know, did the Illinois Conmerce

Comm ssi on conduct and kind of proceeding or notice
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of inquiry after that same winter?

A They conducted a notice of inquiry.

Q Do you agree that the Illinois Conmerce
Comm ssi on did not adopt policy |anguage simlar to
what the New York Comm ssion adopted?

A The Il1linois Commerce Comm ssion decided to
address these issues in the context of PGA
reconciliation hearings.

Q So is it correct that the Illinois Comerce
Commi ssion did not require the type of steps or
remedi es that the New York Comm ssion required of its
utilities?

A The I CC did not issue a general policy but
i nstead agreed to address it within the context of
PGA reconciliation hearings.

Q When you prepared your direct testinmony,
were you aware of any Illinois Comm ssion orders
requiring fixed price rate designs?

A There were none requiring fixed place --
fixed price rate designs.

MS. KLYASHEFF: | have no further questions.
Thank you.
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JUDGE SAI NSOT: | have a few questions, very
few.
EXAM NATI ON
BY
JUDGE SAI NSOT:
Q M. Ross, you used the terms put in a call

in your testinmony.

A Yes.

Q Coul d you just define them for the record.

A Well, they're financial derivatives where a
contract owner can -- or a -- can sell a contract for

its time or haul the contact before its tinge,
dependi ng on which side of the contract they're on,
and it's considered a financial derivative. It can

be bought and sold |ike other financial agreenments.

Q So "put" is the sale of the contract before
its time?

A Yes.

Q And the call is vise versa?

A Correct.
Q I n your direct testimny on page 13 you

sai d Peoples Gas Light and Coke Conpany took
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advant age of flexible pricing that was available in
the Enron contract. But it did so in the '01, '02
meeti ngs.
You were a little vague. Could you
tell me what that means.
A ' m sorry, where is that -- where in the

testi mony? \What page?

Q Page 13 and -- of your direct about line 6.
A Yeah, that's in the shaded proprietary --
Q Ri ght.
A -- section.

Okay. The GPA- -- sone provisions

reflect the pricing that allow the conmpany to
renegotiate certain components of its contract and it
t ook advantage of such pricing conponents to
effectively do some hedging and to get some pricing
other than first in one price and indexed rel ated
pricing.

Q What pricing did it get? What price --
pricing did it get?

A | -- my understanding is that this was
rel ated to the hedging program the conmpany put in
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place. This is the -- the revisions that were made
to address the hedgi ng program they put in place in
May of 2005. | don't know the specific components or
the prices to that. | just know the conpany had
responded that they had changed the pricing in 2005
with the new hedgi ng program they put into place,
they did that.

Q Okay.

A So I did not investigate any further in
terms of the specifics other than put that in place.
JUDGE SAI NSOT: Okay. Thanks. I have no

further questions.
THE W TNESS: 2000 -- I"'msorry, |'m saying
2005. Yeah, in the current year, 2001. Sorry.
JUDGE SAI NSOT: Ri ght . | understand.
THE W TNESS: Okay.
JUDGE SAI NSOT: Any redirect?
MS. SODERNA: No.
JUDGE SAINSOT: Any re- -- |I'msorry, right.
MS. KLYASHEFF: No.
MS. SODERNA: No redirect.
JUDGE SAI NSOT: OCkay. So, M. Ross, you are

782



10

11

12

13

14

15

16

17

18

19

20

21

22

excused fromthis docket. However, to accommodate
your schedule, we are going to stop Peoples Gas Light
and Coke Company case for today and proceed with the
Nort h Shore Gas one.
(Wher eupon, the above-entitled
matter was continued to

April 19, 2005, at 10:00 a.m)

783



